GERRY & SAPRONOV LLP
ATTORNEYS AT LAW
SUITE 1455
THREE RAVINIA DRIVE
ATLANTA, GEORGIA 30346-2117

(770) 399-9100
FACSIMILE (770) 395-0505
EMAIL: info@gstelecomlaw.com

May 16, 2003
VIA OVERNIGHT DELIVERY

Mr. Joe Werner
Telecommunications Chief
Tennessee Regulatory Authority
460 James Robertson Parkway
Nashville, Tennessee 37243-0505

Re:  Cypress Communications Operating Company, Inc.’s Application For
a Certificate to Provide Competing Local and Interexchange

- Telecommunications Services in the State of Tennessee, Docket No.
03-00316

Dear Mr. Werner:

Pursuant to the Tennessee Regulatory Authority’s (the “TRA™) request dated May
9, 2003, attached is the consolidated financial statement of U.S. RealTel, Inc. (“USRT”)
(the “Financial Statement”). USRT, a public shell/holding company with no operations
of its own, is the parent company of Cypress Communications, Inc. (“Cypress
Communications”). Cypress Communications is in turn the parent company of Cypress
Communications Operating Company, Inc. (the “Applicant”). Cypress Communications
and the Applicant produce all of the current revenues of USRT.

As a public company, under the disclosure rules, USRT, pursuant to advise from
its corporate counsel, is not able to issue stand alone financials for its operating
subsidiary (Cypress Operating) that are not issued to the public. Therefore, the Applicant
hereby respectfully requests that the TRA accept the Financial Statement attached hereto
as Exhibit “A” under trade secret protection and treat the Financial Statement as private,
proprietary information pursuant to TRA Rule 1220-1-1-.01(3)(g).

Please contact the undersigned with any questions or comments.

Sincerely,
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Operating Company, Inc.
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Encs.
cc: Ms. Deena Snipes

Cypress Communications Operating Company, Inc.
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EXHIBIT “A”

DISCLAIMER
REGARDING THE
CONSOLIDATED FINANCIAL STATEMENT OF U.S. REALTEL, INC.




Disclaimer:

The attached condensed, consolidated Statement of Cash Flows of U.S.
RealTel, Inc. (“USRT”) should be read in conjunction with the information
set forth in USRT’s consolidated financial statements and notes thereto
included in Item 7, Financial Statements, of USRT’s Annual Report on
Form 10-KSB filed with the Securities and Exchange Commission attached
hereto as Exhibit “C”.




EXHIBIT “B”

TRADE SECRET/PROPRIETARY
CONSOLIDATED FINANCIAL STATEMENT OF U.S. REALTEL, INC,

Public Disclosure




U.S. RealTel, Inc.
|| N

Condensed Consolidated Statements of Cash Flows

For the year ended, Dec 31, 2001 Dec 31, 2002

THIS DOCUMENT REDACTED IN ITS ENTIRETY

Public Disclostre

5/16/2003: 10:51 AM Form 10KSB - 2002 (Final_Financials) REDACTED
US Realtel Confidential Tof1 USRT CF 2002
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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

WASHINGTON, D.C. 20549
FORM 10-KSB
(MARK ONE)

ANNUAL REPORT UNDER SECTION 13 OR 15(d} OF THE SECURITIES EXCHANGE ACT OF 1934 FOR THE
FISCAL YEAR ENDED DECEMB ER 31, 2002

or
TRANSITION REPORT UNDER SECTION 13 OR [5(d) OF THE SECURITIES EXCHANGE
FOR THE TRANSITION PERIOD FROM TO

ACT OF 934

(COMMISSION FILE NO.) 000-30401

U.S.REALTEL, INC.

(NAME OF SMALL BUSINESS ISSUER IN ITS CHARTER)

DELAWARE 36-4166222

{State or other jurisdiction (LR.S. Employer
of incorporation or organization) Identification No.)

15 PIEDMONT CENTER. SUITE 100, ATLANTA. GEORGIA 303035

(Address of principal executive offices) (Zip Code)

(404) 869-2500

(ISSUER’S TELEPHONE NUMBER, INCLUDING AREA CODE)

SECURITIES REGISTERED UNDER SECTION 12(b)
OF THE SECURITIES EXCHANGE ACT OF 1934

NONE

SECURITIES REGISTERED UNDER SECTION 12¢ 2)
OF THE SECURITIES EXCHANGE ACT OF 1934

COMMON STOCK, $0.001 PAR VALUE

Check whether the issuer: ( 1) filed all reports required o be filed by Section 13 or [5(d) of the Securities Exchange Act of 1934 during the past
{2 months (or for such shorter period that the regis

trant was required to file such reports), and (2) has been subject to such filing requirements
for the past 90 days. Yes O No

Check if disclosure of delinquent filers pursuant to Ttem 403 of Regulation S-B is not contained herein. and will not be contained. o the
best of registrant’s knowledge. in definitive Proxy or.information statements incorporated by reference in Part 1T of this Form 10-KSB or
any amendment o this Form [0-KSB., [
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State issuer’s revenues for its most recent fiscal year: $51.717,000.
The aggregate market value of the registrant’s Conumon Stock hel 1d by non-aftiliates as of June 8. 2002 was approximate] y $4.940,569.20,

computed by reference to the clo osing sale price of (he Common Stock of $1,55 per share on such date. This d

etermination of affiliate starug
is not necessarily a conclusive deterrnmdtmn tor other purposes,

As of March | 1. 2003, there were 5 3,395 shares of the registrant’s Common Stock Outstanding.

Transitional Small Business Disclosure Format:  Yes [ No X
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PARTI
SPECIAL CAUTIONARY STATEMENT REGARDING FORWARD-LOCKING STATEMENTS

This report on Form 10-KSB contains forward-looking statements regarding future events or our future financial and operational
performance. Such forward-iooking statements include all statements, estimates, projections, or predictions about future events such us
statements regarding the markets for our services: rends in revenues. gross profits and estimated expense levels: and liquidity and anticipated
cash needs and availabiljty. Forward-lookin g statements often include words such as “anticipate,” “believe,” “plan,” “intend,” “estimate,™
“expect,” “is intended to,” “sesk™ and other stmilar expressions. While the forward-looking statements included in this report retlect our current
expectations and beliefs, we do not undertake to publicly update or revise thege statements, even if experience or future changes make it clear
that any projected results, whether expressed in this report or annual or quarterly reports to shareholders, press releases or company statements,
will not be realized. In addition. the inclusion of any forward looking statement in this report does not constitute an admission by us that the
events or circumstances described in such statement are material. Reliance should not be placed on forward-looking statements because they
involve known and unknown risks and uncertainties, - many of which are beyond our control, which may cause the actual results, pertformance
or achievement of the Company ta differ materially from anticipated future results, performance or achievements expressed or implied by such
statements. These risks and uncertainties include the business and economic risks described in Item 6, “Management’s Discussion and Analysis
of Financial Condition and Resuits of Operations — Risk Factors That May Affect Future Results.” Furthermore, we also wish to caution and
advise readers that forward looking statements also are based on certain assumptions and projections that may prove to be incorrect ar that may
not materialize.

ITEM 1. DESCRIPTION OF BUSINESS
INTRODUCTION

We provide telecommunications services, which we consider to be 2 single business segment. We have provided telecommunications
services since our acquisition of Cypress Communications, Inc. “Cypress Communications™) in February 2002. During 2004 and through the
first quarter of 2002, our business also included operations in the tel ecommunications rights segment, ail of which operations were conducted
outside of the United States in Argentina and Brazil. In March 2002, the Company's Board of Directors decided to liquidate our
telecommunications rights operations in Latin America, See “Description of Business — Discontinuance of Telecommunications Rights
Business.”

TELECOMMUNICATIONS SERVICES
Overview

Through Cypress Communications, we provide comprehensive data. voice and video communications services to small and medium sized
businesses located in approximately 1,000 commercial office buildings in select major metropolitan markets within the United States. We offer
our customners fully-integrated, reliable and feature-rich customized communications services, Our services include high speed, fiber-opric
Internet access. e-mail services, web hosting services, remote access connectivity, local and long distance voice services, feature-rich digital
telephone systems, digital satellite business television, security/monitoring services, and other advanced data and voice communications
services. We deliver these services over state-of-the-art broadband nerworks inside large and medium-sized office buildings. We befieve that
such businesses generally are under-served by other incumbent providers. We target large, multi-tenanted office buildings in central business
districts and suburban office markets, where small and medium-sized businesses are typically located. Properties that house many tenants with
hieavy demand for telecom services are the most desirable properties and generate the highest revenue. As part of our business, we historically
have designed, installed. owned and operated the in-building infrastructure over which we provide telecommunications services 1o our
customers. inciuding the actual physical connection between our customers and external network facilities. Our current operations are in the
following 27 markets: Atlanta, Birmingham, Boston. Chicago, Dallas. Denver, Hartford. Houston, Indianapolis, Miami, Minneapolis,
Nashville,

.
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New Orleans. New Jersey, New York. Orlando. Philadelphia. Phoenix, Pittsburgh, Portland, Sait Lake City, San Francisco. Seattle, Southern
California (Los Angeles and Orange County), Tampa and Washington. DC,

In all of our markets we bundle voice and data services (o provide “one-stop shopping™ communications solutions to building tenants at
competitive prices. In 31 buildings, we also provide video services as part of our comprehensive communications package. Because we
currenily own and operate our in-building networks, we are typically able 1o deploy services to a new customer within a few days of receiving
an order. In addition. we are often able to provide same day service for existing customers requesting new services or features, such as
increased bandwidth or addirional |j nes.

Qur current telecommunications services include:

Data Services. We utilize state-of-the-art in-building fiber optic networks to deliver high-speed Intemet access directly to our customers in
dpproximately 20 percent of our in-service buildings. The remaining buildings employ high speed Internet access delivered through a Digital
Subscriber Line Access Multipiexor(“DSLAM") deployed in the building over twisted pair copper infrastructure, Our Internet service provides
full Tnternet protocol routing, symmetric upstream and downstream bandwidth. and plug-and-piay installation. Our customers do not need to

purchase or maintain any specialized hardware to use our internet access service. Moreover, because our service is capable af delivering up to
107100 Mbps Ethernet Connectivity, we are poised to meet our customer's growing bandwidth needs, The key teatures of our Internet services
are:

. Dedicated connectivity: Qur service is always on, providing instantaneous connections and the capability to receive or transmit
information continuously,

. Flexibility: We can usually increase a customer's bandwidth speed within minutes of receiving a request.

. Diversity: We incorporate logicaily and physically diverse Internet circuits im our colloeation facilities in each city to protect
customer Intemet connections from disruption.

. Reliability: Each of our collocation facilities is supparted by backup battery power. Moreover, we monitor all of our equipment.
circuits and connections from OUr NEWOrk operations center in Atlanta, Georgia. Should an outage occur in our network, we are
notified immediately.

In addition to our standard Internet access service, we offer other enhanced data services, including: ) .

. E-mail, featuring IPSwitch’s™ majj server version 6.0. Our service permiits customers to use any e-mail clienr, includin ¢ Microsoft
Qutlook™, Qutlook Express™ and Netscape Mail™: access ¢-mail remotely using any web browser; set instant reply messages:
and forward messages to supported pagers or voice e-mail systems.

. Webconferencing, which permits our customers to upload visuals, including Microsoft PowerPoint™ presentations, engage in
online collaboration with a remore audience, record and replay audio-visual presentations, and combine superior audio conferencing
technology with the reach and visual impact of the Interner.

. Web site hosting, featurin g Compaq Proliant™ Servers and Microsott Windows NT Advanced™ Servers and A pache Servers,

. Domain Name Registration.

. Firewall Security Services. We offer a dedicated. cost-efficient tirewall product to protect customer data and equipment.

3




INTEGRA D'ﬁ"PEs'izTrrNG'S'YSTEM“Tsné:éi‘):\’i’u‘()\vru'}zor-';\‘ TLANTI S 300007 Greciiar, BOA0 [T T Dard:
LS REALTEL INe [E/Q]  eeswn JB: G81578 PN: 90;6.00 ).00 SN: () )
B B 5.0 EDGARZ (WA iy

Ot
________ — EDGAR AT

Table of Contents

. Monitoring Services. We provide 24-hour monitoring of web servers. e-mail servers, and customer local aren networks. We monitor
customer systems every 60 seconds, 24 hours a day. Tf we encounter problems, we notify our customers via e-mail, pager ar both,

. NNTP Interet News Feed. We varry d network news feed that contains over 30.000 NeWs groups..

Voice Services. Substantially all of our voice services customers rent their telephones from us, This ensures a compatible interface with our
state-of~the-art in-building communications equipment and provides customers with a number of key benefits, including access to an advanced.,
multi-lunction digital telephone system: significant reductions in up-front capital costs: and reduced risk of technological obsolescence. Our
voice offerings include hoth traditional telephone services. such as local and long distance services, as well as value-added services. such as
integrated voicemail, audio conferencing, webconferencing, calling cards and customizabje woll-free number services, Additional enhance
features include call waiting, call forwarding, dial-back and caller | dentification.

Video and Other Services. In 51 buildings, we offer our customers g comprehensive package of business television services consisting of
news, business, sports and network programming. We deliver these services directly to our customers over our in-huilding networks using a
combination of direct broadeast satellice programming and off-air local chanpels. Our customers can elect to receive more or less programining
depending on their needs.

We continue to investigate, test and add, where appropriate, complementary communications products and services to enhance our “one-
stop shopping™ swategy.

Employees

As of March 1. 2003 we employed 343 full-time employees, all of whom were located in the United States and are employees of our
wholly-owned Cypress Communications subsidiary. Despite reductions in staffing at since its acquisition by us, we believe our employee
relationships are good.

Competition

We face significant competition. Both existing competitors and numerous other companies that may seek to enter one or more aspects of our
businesses may €Xpose us to severe price competition for our services and for building access rights. Many of aur competitors have
significantly greater financial resources and may also be able o respond more quickly to technelogical developments and changes in
custormers’ needs.

We face competition in providing telecommunications services tfrom:

. In-Building Communications Providers. Because our license agreements are generally non-exclusive, substantially all of the
landlords of the buildings in which we provide services are free to grant access. sales, and marketin € rights to one or more of our

competitors. It is not yet clear whether it will be profitable for two or more companies to operate in-building networks within the

same property. Through 2000, there were frequently more than one preferred provider in prime Class A buildings in many markets:

however, business faijures and (he on-going weakness in the economy have eliminated most of our in-building competitars.

. Local Telephone Companies. Incumbent local telephone companies ( “ILECs™) have several competitive strengths. including
established brand names and reputations. and sufficient capital resources to rapidly deploy or expand communications equipment
and networks. The Tel communications Act of 1996 (the 1996 Act”) established certain conditions before the regional Beil
operating companies ("RBOCs™) are allowed to offer interLAT A long distance services 1o customers within their local service
regions. and this limitation has served to limit their ability 1o compete with our “one stop shopping ™ communications service
offering. However, us of the end of 2002, the RBOCs had received FCC approval to offer in-region long distance service in some of
the markets that we serve, and we expect that they will seek approval to provide this service in their remaining markets during 2003,
Many competitive local telephone companies ( “CLECs™), that also possess competitive advantages, market retail services and
selectively construct in-building facilities wichin
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our licensed buildings. ILEC dominance, and the more limited competition presented by CLECs, diminishes our Opportunity to
provide competitive local exchange services and may necessitate reductions in, or shrink potential margins from, our voice
operations generally.

. Long Distance Companies. Many of the leading long distance companies, such as AT&T, Worldcom and Sprint. have the capacity
to build their own in-building voics and data networks. Other national long distance carriers, such as Level 3, Qwest and Williams
Communications. are building and managing high speed. fiber-based: national voice and data networks, and such companies may
extend their networks by installing in-huilding facilities and equipment. Additionally, the regional be] operating companies are now
permitted to provide long distance services in territories where they are not the dominant provider of local services. These
companies may also provide long distance services in the territories where they are the dominant provider of local services if they
satisfy a regulatory checklist established by the Federal Communications Commission. As regional bel] operating companies are |
permitted to provide long distance services in territories where we operate. we could face greater price competition.

- Internet Service Providers. Tnternet service providers, such as Earthiink. Prodigy. Sprint and the Uuner subsidiary of Worldcom.
provide traditional and hi gh-speed internet access 1o residential and businegs customers, generally using existing communications
infrastructure.

. Digital Subscriber Line Companies. Digitaf subscriber line companies and/or their internet service provider customers, such as
Covad, AT&T. and various RBOC affiliates. provide high capacity internet access using digital subscriber line technology, which
enables dara traffic to be transmitted over standard copper telephone lines at much higher speeds than these lines would normaily
allow,

- Cable-based Service Providers. Cable-based service providers use cable television distribution systems to provide high capacity
Internet access and vidso services.

Sales and Marketing

We market our telecommunications services directly to'the tenants in our licensed buildings. Qur typical license agreement enables us to
display and disseminate our marketing materials in the leasing office and other locations within a building. Many of our agreements also
require building owners, along with management and leasing representatives to advise tenants of the availability of our services and notity us
as new tenants enter the building. In addition to these rights, we use landlord. property manager, and tenant testimonials and references as
marketing tools. We currently provide data and/or voice communications services to many of the landlords and broperty managers within our
licensed buildings, due in part i the requirement under some of our license agreements that we provide free basic Intemer accesg to such

parties.

Our sales approach is highly consultarive. In our initiaj sales meetings, we work closely with prospective customers to assess their particular
communications needs. We then present potential customers with customized proposals which are often less expensive, more comprehensive,
and easier to administer than their current communications solutions,

Real Estate Selection and Marketing

Overall. as of December 3 1, 2002 we had license Agreements giving us the right to Operate our networks in more than 1,000 buildings,

representing more than 400 milljon rentable square feet of office space in the United States.

Under the terms of our license agreements. we pay property owners a fixed rental fee and/or a percentage of the revenue we recejve from
providing communicarions services to the tenants in g building, Generally, our license Igreements are non-exclusive, which means that our
landlords may permuc competitors to install additional in-building networks in our licensed buildings.
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Suppliers

We connect our in-huilding networks 1o local. long distance, and Internet service providers in order to Serve our customers. In most of our
markets, we connect our networks to. and lease facilifies from. CLECs and local telephone companies.

We purchase long-distance transmission capacity from several long-distance carriers, such as Worldcom. X0 Communications and AT&ET. ,
Under some of these agreements. we are required (o underraie material minimum revenue and/or volume commitmens, For a description of
Our aggregate commitments see Note 9(¢) to the Notes to our Consolidated Financia Statements.

To provide Internet SErvices [0 our customers, we purchase intralata data transmission connectivity between our licensed buildings and loca]
points of presence From CLECS including WorldCom, X0 Communications. Time Warner Telecom and loca] exchange carriers. We obtain our
local points of presence from colocation service providers, such as C3 Communications, X2, Semaphore and Switch & Data. We use

1

broadband service oroviders. such as Warldeom. X0 Communications, Level 3 and Sprint, to procure connectivity hetween our colocation
lacilities and the Tnterner backbone.

Qur in-huilding networks contain equipment such as datg switches and routers, vojce switches. and other communications and videg
equipment that we purchase from Nortel Networks, Cisco § ystems, Viadux and other manufacturers. As of March 1. 2003, we do not have
minimum purchase commitments with any of vur manufacturers, There are alternative vendors available to us for ai] the types of equipment
that we purchase. :

Regulation

Overview. Qur telecommunications services are subject to regulation at the federal, state and loca] levels. The regulations that govern
communications infrastructure. ransport, and sale are sxpansive and, often, subject 1o multiple interpretations. Many regulations do not
specifically address our precise operations and services, On the other hand. many regulations thar apply to our operations are susceptible to
change or cancellation as a result of otigoing administrative broceedings, litigation. and new legisiation. The outcome of such regulatory
matters, as well as any other regulatory initiatives, cannot be predicted. Futyre regulatory changes could have a mareriaj positive or adverse
atfect on our business and operations,

Loeal Voice Telephone Service. C ypress Communicationg Operating Company, Inc. ( “Cypress Operating Company™, a wholly owned

subsidiary of Cypress Communications, is authorized to provide locy] exchange service as 1 CLEC in Alabama. Arizona, California, Colorado, W
Connecticur. Delaware, Florida, Georgia. [linois, Indiana, Louisiana. Maryland, Massachusetts, Minnesota, New Jersey, New York, Oregon, N

Pennsylvania, Tennesses, Texas. Utah. Washington. and the District of Columbia. Another subsidiary, Cypress Communications Holding
Company of Virginia. Inc. ¢ “Cypress Virginia™), is authorized to provide tocal exchange service in Virginia. Asa CLEC, Cypress Operating
Company has the authority to resell other carriers” local vojce services. and where it obuains such services from [LECs, the rariff rates under
which we obtain services may be subject 1o change as the result of regulatory proceedings over which we have no control, Depending on state
regulations, Cypress Operating C. ompany may also construct its own facilities or purchase network elements from [LECs in arder to provide
telecommunications services. To provide local voice services as a CLEC. Cypress Operating Company obrains interconnection services from -
an ILEC under the ILEC"s existing tariff or by separate interconnection dgreement. At this time, Cypress Operating Company does nort have ’
interconnection agreements with any ILECs, but plans to enter into such agreements with respect to some or all of our markers, Tariff rates, i
terms. and conditions are available to Cypress Operating Company only to the extent that Cypress Operating Company is authorized o operate

s 2 CLEC in the state where interconnection is estab lished.

Regulations promulgated by the FCC under the 1996 Act require ILECs to provide interconnection, including access 1o unbundled network
elements and rerai] services, at wholesale rates 1o CLEC competitors. The FCC has revised its interconnection regulations several times since
1996, and inany of the FCC's decisions have besn subject to court appeals. In addition, gver the past iwo years the FCC has undertaken a
comprehensive review of itg rules regarding provision of unbundled network elements and other interconnection obligarions of the [LECs, A
tecently announced decision of the FCC which has not vet been released repartedly will preserve CLEC aecess o unbundled
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netwark elements for the provision of most existing voice and data services but will eliminate the existing line-sharing requirements that had
required ILECs to allow competitive data services providers 1o offer services over a local loop that is also heing used by the ILEC tor the
‘provision of voice services, The order may also-allow ILEC 10 seek increases in their tariff rates for some services. Because the FCC has not
vet released its order or any changes to jts underlying rules. the Cempany has not been abje to fully assess what impact, if any, such order wij]
have on the Company's future telecommunications plans and operations. The uncertainty from this and other pending judicial and regulatory
proceedings also makes it difficult to predict whether we will he able to rely on existi ng interconnection i ghts and obligations or have the
ability 1o negotiate acceptable interconnection dgreements in the future. However. since the Company has only recently obtained CLEC
authority and therefore has not depended upon such interconnection servicas to date, the pending FCC ruling is not expected to have any
material adverse impact on our current cost structure. Accordingly, we beljeve that we are in u better position than many of our CLEC
competitors 1o be able to design our future business Plan in order to address the FCC’s decision and any other pending judicia and regulatory
proceedings,

CLECs are typically subject to a higher degree of state regulation than Share & Tenant Services (“STS™) providers. Most states require that
CLECS receive approval from the state's public service commission, CLECs are generally required to file wriffs setting forth the terms,
conditions and prices for voice services. [n addition, under federal law, including the 1995 Act. CLECs are subject to additional obligations,
including requirements to interconnect with other carriers, 10 provide other carriers access (o their networks, to comply with number portability
and dialing parity obligations, and to make the terms of their agreements available 1o other carriers on a non-discriminatory basis, On the other
hand. CLECs have the right, among other things. to obtain interconnection with ILECs, to receive reciprocal compensation for terminating the
calls of other local carriers and access charges for orj ginating and terminating long distance calls for other long distance providers, and to
purchase unbundled network elements and wholesale services of the ILEC’s network at prices not available to STS providers and other ILEC
customers.

As a CLEC, we are required to comply with a variety of state laws and regulations concerning billing, formar, notices to customers,
restrictions on disconnection for non-payment and other causes, filin g of tariffs and reports, and pavment of taxes, fees, and surcharges,
including the tederally-mandated universal service fund contribution. Compliance with these legal requirements tncreases the cost of our
operations. In addition, complaints by customers or by state regulatory agencies alleging violations of any of these requirements could cause us
to incur substantia] legal and administrarive expenses and could adversely affect our business, even if the allegations are not ultimately proven.

It we construct facilities that crass public rights-of-way. for example to connect customers in tWo or more buildings, or to connect to the
facilities of an ILEC, we may also be subject to local government land use and franchise regulations. If loca] governments impose conditiong

Orl granting permits or other authorizations or if they fail to grant such permits or other authorizations in a timely manner, such requirements or
delays could negatively impact our ability to expand our network on a timely basis and adversely affect our business.

Long Distance Voice Services. While the law on this issue is unclear, we believe that we are nor required to file tariffs with, or seek
authorization from, the Federal Communications Commission ¢ FCQC) in order 1o provide interstate and international long distance services,
provided that we adhere (o certain basic rules and regulations regarding such services that are promulgated by the FCC. including the pavment
of certain regulatory fees. In some States. we must obtain authorization to provide intrastate long distance voice services. Cypress Operating
Company is currently authorized tq provide intrastate long distance services in Alabama. Arizona, California, Colorado, Connecticut.
Delaware, Florida, Georgia. Llinois, Kentucky, Louisiana, Maryland. Massachusetts, Michigan, Minnesota, Mississippi, Nevada, New Jersey,
New York. North Carolina, Ohio, Oklahoma. Oregon. Pennsylvania, South Carolina, Tennessee. Texas, Utah, Washington. and Wisconsin.
Cypress Virginia is authorized 10 provide intrastate long distance services ig Virginia. We have an application pending to provide intrastare
long distance services in Indiana.

Data Services. Our Tnternet and dara services generally are not subject to federal, state or loeal regulation. Congress and some state
legislatures have considered imposing taxes and other burdens on Interner service providers and regulating content provided over the Internet.
In addition, we may be affected by cerajp staiutes. regulations, and court cases that assess liability against Internet service providers und other
on-line service providers for providing information or content across their services or equipment that violates copyright. indecency, obscenity
ar
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other laws, or is defamatary, fraudulent or tordous in nature. In addition, the FCC is now considering a proposal to impose obligations on some
or alf providers of Internet access services to contribute to the cost of federal universal service programs. Future regulation may have a negative
impact on our ability to offer Internet services at competitive and profitable rates.

Video and Other Services. Our video services are regulated o a far lesser extent than the video services of traditional cable operators, which
receive ftanchises from the municipalities they serve and typically construct facilities across public rights of way. For example, our video
programming rates are not regulated and we are not subject to “must carry” obligations, which require cable license franchisees to provide
certain programiming to customers, We are subject to some technical requirements with regard to our provision of video services, such as
requirements that our facilities not cause harmful interference with certain other communications systems.

Recent rulings of the FCC may impact our video services. For example. the FCC has ruled that owrers of multiple unit premises generally
should not forbid their tenants from installing some communication devices, such as satellite dishes, on the tenant's balconies and other areas
controlled by the tenant.

We do not hold any celiular or similar types of licenses. To the extent that we provide cellular or paging services, we rent or sell pagers and
wireless phones and resell the services of third party wireless praviders. Consequently, while we do pay some regulatory fees, we generally are
1ot subject to federal regulation with respect to these services.

911 and Enhanced 911. The FCC requires certain communications providers to establish 911 service, Le., three digit dialing access 1o public
safetv call centers for emergency services. Enhanced 911 or ES11 service permits the public safety cail center 1o identify a caller's telephone
number and calling location for the dispatch of emergency personnel. 911 and E91{ services are regulated at the federal, state, and locaj level.
Some states have enacted, or are likel Y to enact, legislanon that, will impose a penalty or surcharge on service providers whose
telecommunications equipment does not meet or exceed the E91 | requirements for the applicable jurisdiction. We currently offer, or are
preparing (o offer, 911 or E91! services in locations where the service is technically feasible; however, our ability to provide emergency
service may be impeded by failed svstems, systems thar are not properly configured. systems thar are not updated to reflect changes in
technology or public networks, and certain other potential technical problems. We may incur penalties, surcharges, damages or other liabilities
if, and to the extent that, we cannot provide 911 or E911 service.

Intellectuai Property

We regard certain aspects of our products, services, and technology as proprietary; however. because we are not currently prosecuting any
patent. trademark or copyright applications before the United States’ Patent and Trademark or Copyright Otfices, it may be possible for third
parties to copy or use some of our intellectual property without authorization, Notwithstanding the foregoing; we regularly execute
confidentiality, non-disclosure, and non-competition agreements with our carriers, vendors, employees and representatives, in addition to other
precautions, (o protect our intellectual property.

DISCONTINUANCE OF TELECOMMUNICATIONS RIGHTS BUSINESS
Overview

In our former telecommunications rights operations, we provided site access and usage rights, which we ¢al] “telecommunications rights.”
to telecommunications companies in Latin America. We obtained telecommunications rights from property owners under long-term, “master
lease” agreements. Under the master leases, we received the rights to install communicarions infrastructure in a property and/or to provide
communications services to the propertv’s tenants. [n exchange. we paid the Property owner a percentage of the revenues that we received from
subleasing the telecommunications rights to telecommunications companies. We conducted these operations only in Argentina and Brazil.

10
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Prior to the discontinuance of our telecommunications tights operations. operating costs associated with our etforts to develop our current
marleets in Argentina and Brazil. an unstable and declining economy in our principal market, Argentina. and the lack of revenues from our
second market, Brazil, negatively affected our cash position, We liquidated our telecommunications rights operations to help us preserve
existing capital and 10 allow us ro dedicate our resources to our telecommunications services business in the United States. While we ¢xpect 1o
incur various costs in connection with the liquidation of such operations. which will include legal and other professional fees. we do not believe
such costs will be materfal. We believe such costs will be offser by the benefits associated with reduced expenditures for such operations and
the ability to redepioy our assers in our telecommunications services business. Discontinuation of our Latin American operations has also
¢liminated the risks associated with international operations, which includes substantial foreign currency exchange risk, which risk resulted in
currency translatious losses in 2001 and currency translation losses during the first quarter of 2002.

HISTORY

We were organized in January 1997 under the name “AGILE. LLC.” and we incorporated in the State of Hlincis under the name “U S,
ReaiTel, Inc.” in August 1997, In November 1997, we merged with and into Admiral Two Capital Corporation, and the surviving company’s
name was changed to “U.S. RealTel, ne.” On May 8, 2000, we reincorporated in the State of Delaware. We established operations in Buenos
Alres. Argentina in December 1998 and in Sao Paolo, Brazii in February 2000. We conducted our Latin American operations in Argentina
through RealTel de Argentina. S:A., a majority owned Argentine corporation, and in Brazi] through RealTel do Brasil, S.A., a majority owned
Brazilian corporation. Both Latin-American operations have been liquidated,

In Decernber 2000, we completed the sale of what were then substantially ail of our North American assers and operations (“old North
American operations™), includin g our proprietary database of site information, to Apex Site Management. Inc., a subsidiary of SpeciraSite
Holdings. Inc. In connection with the sale, we agreed not to compete for two years with SpecmraSite in the United States, Canada, Mexico and
Westem Eurape in the provision of wholesale riser operations. Prior to the sale of our ofd North American operations in December 2000. we
created a proprietary database CoRntaining geographic and other pertinent site information to aid telecommunications service providers in
selecting properties. Among other things, this database contained site information relating to our former properties in North America. As part
of the sale of our old North American operations. we sold this damabase 10 Apex and Apex granted us a license to use the database for our
operations. We maintain information about each property in the database, including location, ownership, property type, building specifics and
telecommunications usage, which we can configure in multiple forms in order to create targeted marketing material, maintain inventory control
and facilitate reporting and forecasting. The database contains telecom market information 1o assist marketing personnel in torecasting their
customers” deplovment needs.

In February 2002. we completed the acquisition of Cypress Communicaticns, a U.S. based operation that provides a full range of
telecommunications services to businesses in multi-tenant office buildings located in selected major metropolitan markets within the United

States. The acquisition of Cypress Communications was completed through a tender offer tor outstanding Cypress Communications common
acquisition we acquired [00% of Cypress Communications” assets, including cash and irs telecommunications services infrastructure. and
succeeded to all of the liabilities of Cypress Communications, including operating lease commirtments, primarily related to former office space,
and license agreements with property owners and/or operators of several otfice buildings.

Cypress Communications was formed as a limited liability company under the taws of Georgia on August 16, 1995, under the name Cypress
Communications, L.L..C and. on July 15, [997, completed a reorganization in which the operations of the predecessor company were merged
into Cypress Communications. Inc. (“Cypress Communications™), a Delaware carporation. In December 1998, Cypress Communications
acquired certain of the assets and business of MTS Communications Company, Inc., a provider of building-centric communications services in
Los Angeles, California. In April 2000. Cypress Communications acquired all of the outstanding common stock of SiteConnect, Inc.. 2 Seqrtle-
based in-building communications service provider. in exchange for an aggregare of 635.654 shares of its common stock. In Seprember 2000,
Cypress Communications and a joint venture partner formed Cypress Canada Communications Inc. (“Cypress Canada™) o provide in-building

11
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communications services in Canada. In Tanuary 2001, the parties agreed to redeem the joint venture partner’s interest in the subsidiary. having
decided to cease retail operations in Canada.

In July 2002, through C ypress Communications., we completed the purchase of certain assets of Intermedia Advanced Building Networks.
the shared tenant tefecommunications services business of WorldCom, Inc. {(AB N/STS). The acquired assets included all customer contracts,
in-building networks and the associated building access rights, as well as the necessary employees to support these assets. The acquisition of
ABN/STS has allowed the Company to extend its telecommunications services operations to over 5,700 small and medium sized business
customers in 23 major metropolitan U.S. markets. Cypress Communications paid $29 million in cash at closing to the sellers. assumed various
commitments arising our of the operation of the business after the closing, assumed accrued but unpaid liabilities incurred by the seflers in the
operation of the business prior to the closing in an amount up to a maximum of 52 million, assumed vehicle lense obligations of approximately
$284.000. and paid expenses incurred in connection with the acquisition of approximately $899.000. The acquisition was accounted for as a
purchase. and accordingly, the results of operations of ABN/STS have been included since the date of acquisition in the accompanying
statements of operations. :

ITEM 2. DESCRIPTION OF PROPERTY

LOCATION CITY GENERAL CHARACTER SQUARE FEET ANNUAL RENT LEASE EXPIRATION
Piedmont Center Atlanta, GA Principal Executive 35,245 $982.424 2005-2007
. Office. Cypress Headquarners

32 N. LaSaile Street Chicago, IL General Office 14,283 $381.561 April 30, 2006

160 Federal Street Boston, MA General Office 7.292 $328.140 June 30, 2005

1555 Oakbrook Parkway Norcross, GA General Office/Warehouse 36,503 $293,451 January 12007

1525 Wilson Blvd Arlington, VA General Office 10,175 $303,927 Tuly 31, 2007

1900 Avenue of the Stars Los Angeles, CA  General Office 7,065 $229,754 July 31, 2007

1650 Market Street Philadelphia. PE  General Office 8,418 $231,678 December 31,
2004

4851 LBJ Freeway Dallas, TX General Office 7,742 $188,308 September 30,
2005

222 W Colinas Boulevard Dallas, TX General Office 7,928 $208,110 December 31,
2007

1600 Broadway Denver, CO General Office 8,974 $157.045 July 31, 2007

Cne Riverway Houston, TX General Office 5,188 $116.730 August 20, 2005

The Company has subleased all or part of the ubove offices with the exception of the properties located at Piedmont Center, 160 Federal

Street, 1535 Oakbrook Parkway, 1650 Market Street, and 222 W, Los Colinas Boulevard.

We [ease space in 38 additional commercial properties in the United States for general office purposes. network facilities, storage and
warehouses. in each instance under leases thar do not contain material financial obligations.

In March 2002, we decided to relocate our executive offices from Fort Lauderdale, Florida to Atlanta, Georgia following our acquisition of
Cypress Communications. During 2002. we terminated our month-to-month leases in Fort Lauderdale and Buenos Aires Argentina, We also
are currently exploring opportunities to terminate, assign or sublease certain of our other lease obligations in conjunction with on going
reductions in workforce and retail operations, and as part of our continuing effort to cut costs, refine core business practices, streamiine
operations, increase productivity, and achieve positive vash flow. We may incur material one-time expenses associated with these activities,
including lease termination fees. sublease or assignment fees, brokerage commissions, and tenant improvement costs.

ITEM 3. LEGAL PROCEEDINGS

None.
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[TEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS
No matters were submitted during the fourth quarter of fiscal 2002 (o a vote of the security holders.
PART I
ITEM 5. MARKET.FOR COMMON EQUITY AND RELATED STOCKHOLDER MATTERS

Our comnion stock is quoted on the Nasdaq OTC Bulletin Board ¢ “OTCBB™) under the symbol “USRT.” The following table sers forth. for
the periods indicated, the high and low bid quotations for the common stock. as reflected on the OTCBB. The following quotations represent
inter-dealer prices without adjustment for retail markups. markdowns or commissions and may not necessarily represent actual transactions.

PERIOD HIGIT LOW
2002 :
Fourth Quarter $3.00 5130
Third Quarter 215 1.30
Second Quarter 1.95 0.86
First Quarter 1.50 0.63
200t
Fourth Quarter ) $2.00 $0.45
Third Quarter 230 1.25
Second Quarter 1.63 1.50
First Quarter 213 1.50

As of March 1, 2003, there were 132 hoiders of record of our common stock. We believe that there are in excess of 350 beneficia} owners of
our commeon stock.

To date, we have not declared or paid any dividends on our common stock. The payment of dividends, if any, is within the discretion of our
board of directors and will depend upon our earnings, capiral requirements, financial condition and ather relevant factors. We do not intend to
declare any dividends in the foreseeable future, but instead intend to retain future earnings. if any, for use in our business operations.

Equity Compensation Plan Information

(a} (b} ]
Number of
Securities
remaining
availabie for
Number of future
securities to issuance
be issued under equity
upon compensation
exercise of Weighted-avernge plans
vutstanding exercise price of (excluding
options, ouistanding securities
warrants opUoDs, warrants retlected in
Plan Category and rights und rights column (a})
Equity compensation plans approved by security holders 3,769.888 248 430,112
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Number of
securities
remaining
available for
Number of future
securities to issuance
be issued under equity
upen compensation
exercise of Weighted-average plans
outstanding exercise price of fexciuding
options, outstanding securities
warrants optinns, warrants reflected in
Plan Category and rights and rights column (ah)
Eyuity compensation plans not approved by security holders 12.295,976 1.70 —

Total

ITEM 6. MANAGEMENT"S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITIONS AND RESULTS OF OPERATIONS

The following Management's Discussion and Analysis of Financial Condition and Resulrs of Operations contains forward-looking
statements. vwhich involve risks and uncerminties. Qur actual resuits could differ materiaily from those anticipared in these forward-lookis g
statements as a resudt of certain risk facrors, including those ser Jortl under “Risk Factors Thar May Affect Future Results,” belaw and
elsewhere in this reporr. The fallowing discussion also should be read i conjuncrion with the {nformarion set forth in our consolidared

Jinancial statements and notes thereto included in “ltem 7. Financial Statemens” of this Annual Report on Form [0-KSB.
Overview

Beginning in February 2002 with our acquisition of Cypress Communications, e, ( “Cypress Communications™, we have provided
comprehensive data, voice, and video communications services. reférred 1o ag “telecommunications services”, 1o businesses located in
approximately 1,000 commercial office buildings in selected major metropolitan markets within the United States. Also, during the fiscal year
ended December 21, 2002, we provided. or sought to provide, site access and usage rights, which are referred to as “telecommunications
rights.” to telecommunicarions companies in Latin America through our 71 %-owned Argentinean subsidiary and our 89%-owned Brazilian
subsidiary. Our telecommunications o ghts operations are currently in process of liquidation and have been accounted for ag discontinued
operations. In July 2002. through Cypress C ommunications, we completed the purchase of certain assets of Intermedia Advanced Building
Networks, the shared tenant telecommunications services business of WorldCom, Inc (“ABN/STS™. The acquisition of ABN/STS has aliowed
us to extend our telecommunication services operations to over 3,700 small and medium sized business customers in 25 major metropolitan
U.S. markets.

Except for a net gain of approximately $15.5 million on the sale of our old North American telecommunications rights operations in
December 2000 and an extraordinary gain of approximately $7.9 million on the acquisition of Cypress Communications. under purchase
accounting, we have incurred significant operating losses and experienced negative cash flows from operations since inception. Moreover, we
eXpect to continue to incur casts as part of our etforts (o achieve profitability. Net loss for the fiscal year ended December 31, 2002 was
approximately $1.7 million compared with net loss of approximately $8.2 million for the tiscal year ended December 31,2001, As of
December 31, 2002, we had cash and cash equivalents of approximately $8.3 million.

The Consolidated Statements of Operations for the for the fiscal year ended December 31, 2002 inciude operations of Cypress

Communications from February 1, 2002, the date of its acquisition for accounting purposes,
Critical Accounting Policies

The SEC recently issued disclosure guidance for “critical accounting policies.” The SEC defines “eritical accounting policies™ as those that
require application of management’s most difficult. subjective or complex judgments, often s a result of the need 10 make estimates about the
etfect of matrers that are inherently uncertain and may change in subsequent periods.

The following is not intended to be a comprehensive list of all of sur accounting policies. Qur significant accounting policies are more fully
described in Note | to the Consolidated Financial Staterments, In many cases. the accounting treatment of a particular transaction is specifically
dictated by dccounting principles generally accepted in the United States of America, with no need for management's judgment in their
application. There are also areas in which management’s judgment in selecting an available alternative would not produce a materiaily different
fesuit,

i
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We have identified the following as accounting policies critical to us:
REVENUE RECOGNITION

Monthly recurting charges for ocaj access, fong-distance, equipment rental, Internet access. digital sateilite business television, voicemail.
inbound 800. and other enhanced voice and data Services, are recognized as services provided. Deferred income represents monthly recurring
charges received in advance. At December 31, 2002, approximately $476,000 of deferred income is recorded in deferred revenues in the
decompanying balance sheer,

Nonrecurring charges include installations and moves, adds. and changes. Installation fees represent the initial cost charged by Cypress
Communications for installing voice phone lines, data lines. and business television in the tenant’s premises. Move, add. and change ("MAC™)
charges are for the Com pany’s labor and materials refared to moving, adding, or changing a customer's services. Instailation and MAC charges
are recognized when the services are provided as they Fepresent separate carnings process. All related up frone costs have been expensed as
incurred.

STOCK-BASED COMPEN! SATION

The Financiai Accounting Standards Board Statement of Financial Accounting Standards No, 123, “Accounting for Stock-Based
Compensation” (“SFAS No. 123", became stfective in [997. SFAS No. 123 Chcourages companies to recognize expense for stock options and
other stock-based employee compensation plans based on the fair value of such awards at the date of grant. As permitted by SFAS No. 123, the
Company has and will retain its prior accounting policy under APB Opinion Number 25, “Accounting for Stock Issued to Emplovees, ™ and,

accordingly, compensation expense for stock options is measured as the excess, if any, of the fair value of the Cornpany s stock at the date of
grant over the exercise price.

MANAGEMENT ES TIMATES

The preparation of financial statements i conformity with accountine rinciples generally accepred in the United Stateg ot America requires
p P y - 2 & ' 3 q

management (o make estimates and assumptions that affect that reported amounts of assets and liabilities and disclosure of contingent assets
and liabilities at the date of the tinancial statements and the reported amounts of revenues and expenses during the reporting period.

We have a history of losses. which have generated sizeable net operating loss carryforwards for both state and Federa] tax purposes. We are
required under accounting principles generally accepted in the United States of America 1o recard a valnation allowance offsetting our deferred
tax asset associated with these net operating loss carry forwards if We are not able to demonstrate that it is more likely than not that we will
generate sufficient taxable income in future years o allow us to utilize some or all of the ner operating loss carryforwards, Our history of losses
precludes us, at this time, from recognizing any of our tax loss carryforwards, When we are able to demonstrate through subsequent profitable
operations that it is more likely than not that we will have taxable income, we would then reverse the valuation allowance and reflect the full
value of our deferred tax asser at that time.

U.S. REALTEL YEAR (SUCCESSOR) ENDED DECEMBER 31, 2002 COMPARED TO CYPRESS COMMUNICATIONS
(PREDECESSOR) YEAR ENDED DECEMBER 31. 2001

REVENUES. For the Yyear ended December 31, 2002, revenues from our telecommunications services business represented substantially all
of our consolidated revenues. Revenues from this business increased to approximately $51.7 million for the vear ended December 31,2002
from approximately $18.7 million for the year ended December 31, 2001. The increase in revenues resulted from management fees related to
the customer base we acquired in July 2002 from Intermedia Advanced Building Networks, the shared tenant telecommunications services
business of WorldCom, Inc ("ABN/STS™),

15
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REVENUES-NET. Revenues-net (after direct costs) increased to approximately $23 million for the year ended December 31. 2002 from a
loss of approximarely $5.9 million for the year ended December 31, 2001. Margins increased to approximately 44.3'% in 2002 from
approximately (31.40) in 2001. due 10 the increased revenue volumes acquired in July 2002, and reduced network costs.

OPERATING EXPENSES. Operating expenses decreased to approximately $29.8 million for the vear ended December 31, 2002 from
approximately $249.6 million for the vear ended December 3 L, 2001. The decrease in operating expenses occurred due to the fact that there
were no wriie downs of assets in 2002 as had oceurred in 2001, vet of the effect of additional expenses related to the operation of assets
acquired from ABN/STS. Sales and marketing expenses decreased (o approximately $4.0 million for the year ended December 31,2002 from
approximately $10.7 million for the vear ended December 3 L, 2001 due to emplovment of substantially tewer employees in sales and
marketing roles and tighter cost contros during the vear 2002. General and administrative expenses decreased to approximately $25.8 million
for the vear ended Decernber 31, 2002 from approximately $57.3 million for the year ended December 31, 2001. General and administrative
expenses for the year ended December 31, 2001 included depreciation and amortization expense of approximately $27.0 million. Depreciation
and amortization expense for the vear ended December 3 1, 2002 was approximately $1.5 million. This decrease was due to the write down of
all of Cypress Communications” long-term assets in the aggregate amount of $27.2 million resulting f{rom the application of the purchase
method of accounting on the Cypress Communications acquisition net of the increase due to the assets acquired from ABN/STS, Restructuring
and other charges were approximately $181.5 million for the year ended December 31, 2001. :

OTHER INCOME AND (EXPENSE). Other expense was approximately $4.9 miilion during year ended December 31, 2002, as compared
with other income of $2.6 million for the year ended December 31, 2001. Other income for the vear ended December 31, 2001 represented
interest revenue from excess cash invested by Cypress Communications. Interest expense for the year ended December 31, 2002 consisted
primarily of approximately $1.6 million in interest and finance charges incurred by U.S. RealTel in connection with the acquisition of € ypress
Communications, and $3.3 in interest and finance charges incurred by Cypress Communications in connection with the acquisition of cerrain
assets of ABN/STS.

DISCONTINUED OPERATIONS. Net results from our Latin American operations are included under loss from discontinued operations.
Incoms from discontinued operations was $2.0 million for the year ended December 3 L, 2002. The income resulted from the recognition of
currency exchange gains due to the devaluation of the Argentinean peso after the Argentinean currency crashed in January 2002 and the
liquidation of our Latin-American operations in March 2002.

EXTRAORDINARY GAIN. The year ended December 31, 2002 includes an extraordinary gain of approximartely $7.9 miltion, which
resulted after the elimination of alt long-term assets of Cypress Communications in an aggregate amount of approximately $27.2 million (Note
4 to Consolidated Financial Statements).

INCOME TAXES. For the vear ended December 31,2002 and 2001. no income tax benefit of the Company’s consolidated net operating
losses was recognized because of uncertainty as to whether the benefit from such net operating losses will be realized.

NET LOSS. Qur net loss for the year ended December 31, 2002 was approximately $1.7 million ($.29 per basic and diluted common share;,
For the year ended December 31, 2001, the net loss was approximately $252.9 millions. The decrease in net loss resulted from the
implementation of the strategy and cost containment plan of Cypress Communications and the ABN, /STS acquisition. as discussed above, net
of the effect of reduced interest income., increased finance charges, and an extraordinary gain of approximately $7.9 million.

LIQUIDITY AND CAPITAL RESOURCES — U.S. REALTEL (SUCCESSOR) COMPARED TO CYPRESS COMMUNICATIONS
(PREDECESSOR) YEARS ENDED DECEMBER 3 1, 2002 and 2001, RESPECTIVELY

Beginning in the first quarter of 2002, the Company initiated certain actions intended to improve liquidity and operating results. Such
actions included, among other things. (i) completing the acquisition of Cypress Communications and making certain adjusuments to Cypress
Communications’ staffing levels and cost strueture, (i} liquidation of the operations in Argentina and Brazil, (iii) completing the purchase of
certain assets of Intermedia Advanced Building Networks and the shared tenant telecommunications services business of WorldCom, Inc.. and
(iv) raising $28 million in connection with such asset acquisition.

Our cash position has increased during 2002 and we believe that it should stabilize during 2003 due to the actions initiated in the first
quarter of 2002 as referred (o in the prior paragraph, The Company cannot. however, give any assurance that it wiil be able to operate on a
profitable basis. Likewise, no assurance can be given that we can achieve sufficient protitability to suppon the debt service for the new debt
raised in connection with our acquisition of certain assets from Intermedia Advanced Building Networks, the shared tenant telecommunications
services business of WorldCom. Inc ( ABN/STS), Moreover. the terms of the indebtedness we incurred in connection with the acquisition of
certain assets of ABN/STS contain resmictive covenants thag limir our ability to incur additional indebtedness. pay dividends or undertake
certain other transactions. We have also pledged certain assets as security under our senior credit fac ility. Therefore. we must devote
substantial portion of our cash ilow to service our indebtedness. Accordingly, there can be no assurance that our business plan will be achieved
or that we will ever become profitable. Also. the Company cannot give any ussurance that the costs of liquidating the Company s former Latin
American operations. will continue 10 be immaterial {as the Company currently projectsi.

Net cash provided by our operations was appreximately $7.2 miilion ror the vear ended December 31. 2002 versus cash used in operations
of approximately $30.4 million for the vear ended December 31, 2001, The increase in net cash provided by operating activiries in 2002 was
primarily due o reduced operating expenses. combined with the net benerits resulting from the assers we acquired in July 2002 from
ABN/STS.
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Cash used by investing activities was approximately $17.6 million for the year ended December 31, 2002, as compared with cash provided
of approximately $36.4 million for the year ended December 31. 2001. Cash used in 2002 was for the acquisition of Cypress Communications
and certain assets from ABN/STS, net of approximately $32 million in cash acquired on the Cypress Communications acquisition. Cash
provided in 2001 was primarily from the sale of short-term investments and sale of property and equipment, net of capital expenditures.

Qur primary sources of liquidity have been proceeds from the issuance of common stock. convertible debentures, lines of credit and bridge
lodns. as well as proceeds from the sale of our former North American telecommunications rights operations in December 2000. and cash
acquired though the acquisition of Cypress Communications. Cash provided from {inancing activities was approximately $17.7 million for the
vear ended December 31, 2002, as compared to cash used of approximately $2.3 million for the vear ended December 31, 2001, Cash used
during the year ended December 31, 2002 was to repay a bridge loan in the amount of approximately 516.4 million, in connection to the
Cypress Communications acquisition, to repay a credit line in the amount of approximately $8 million. in connection to the ABN/STS
acquisition, to pay. for capital lease obligations of Cypress Communications, and for the acquisition of treasury stock, net of the effect of
financing raised of approximately $16.4 million in connection with the Cypress Communications acquisition and approximately $26 million in
connection with the ABN/STS acquisition (Notes 4 to Consclidated Financial Statements). Cash used during the year ended December 3 IN
2001 was (o return an investment to Cypress Communications” partner in its Canadian subsidiary of approximately $2.3 million and 1o pay
capital lease obligations of approximately $451,000. )

As of December 31, 2002. we had cash and cash equivalents of approximartely $8.2 million. Our business has some seasonality primarily
attributable to usage charges for voice services, which generally deciine during holiday periods such as Thanks giving, Chrisunas, and New

Years: however, the effects of such seasonality have not had. and are not expected to have, a material impact on liquidity. Cash generated from
operations, along with the availability under our line of credit should be sufficient to cover operations of the following vear.

Despite our efforts and those of our advisors, to date, we have not been able to obtain sufficient historical data ta provide the necessary
audited financial statements of ABN/STS pursuant to the Item 310 of Regulation S-B. A number of factors have led to the inability of the
Company to obtain the necessary financial information related to the ABN/STS assets acquired, including, but not limited to, (i) the bankruptey
filing by WarldCom, Inc. following the aequisition of the assets. (ii) the resignation of Arthur Andersen as the auditors for WorldCom, Inc.,
and (iii) the fact that the assets acquired were spread among various divisions and entities all under the controf of WorldCom. Tnc. The
Company’s inability to provide the necessary financial statements pursuant to the Item 310 of Regulation S-B may have an adverse impact on
the Company’s future ability to raise capital. especially to the extent such capital raising activity would require the filing of a regisiration
statement with the SEC, until two years of financial information with respect to the acquired assets have been included in the Company’s
audited financial statements.

Contractual Obligations and commitments

The following table contains information relating to US RealTel. Inc. contractual obligations and commitments for the five vears
subsequent to December 31, 2002 and thereatter. The amounts represent the maximum future contracrual obligations (some of which may be
settled by delivering equity securities) and are reported without giving effect to any related discounts, premiums and other adjustments
necessary o comply with accounting principles generally accepted in the U.S. In addition. US RealTel has unused line of credit outstanding
totaling $10 million at December 31, 2002,

Payments Due by Period

Less than 1 43 After 5

Total Year 1-3 Years Years Years
Deht 16.124.000 — 8,000,000 — 8,124,000
Capiral Leases 704,000 655,000 +49.000 — —_
Operating Leases 7.219.000 2.306.000 2,982,000 1,192,000 739,000
Obligations under license
agreements 9,363.000 2,353,000 3,606,000 1,654,000 1,952,000
Obligations-under communications
service agreements 39.166.000 17,147,000 22,019,000 — —
Total contractual cash obligations 72.77R.000 22.461.000 36.656.000 1,846.000 10.813.000

U.S. REALTEL (SUCCESSOR) YEAR ENDED DECEMBER 31. 2001

QPERATING EXPENSES. Operating expenses were $2.689.000 for the vear ended December 31. 2001, In 2001, sales and marketing was
approximately $78.000. which reflects reduced activities associated to our operations in Lutin America. General and administrative expenses
were approximately $2.611.000. which inciuded approximately $1.948.000 in protessional and invesunent banking rees. primarily reflecting un
increase due to the legal expenses related to our expansion in Latin America and additional consulting fees reiared (o support services related o
OUL Operations in Argentina.

OTHER INCOME AND EXPENSE. Interest income was approximately $266.000 during the vear ended December 31. 2001. carned from
the short-term investment of cash surplus, which resulted {rom the sale of our old North American operations in December 2000. Interese
expense and linancing costs for the vear ended Decentber 21,2001 were approximately $1,000,

INCOME TAXES. For the vear ended December 21. 2001, no income tax benefit of our losses was recognized because of the uncertainty in
realizing the benerfit of aur net operatng {osses.
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DISCONTINUED QPERATIONS. Net resuits from our Latin American operations are included under loss from discontinued operations.
Net loss from our discontinued operations was $5.8 miilion for the vear ended December 31, 2001. The net loss for 2001 inciudes primarily
gross revenues of our Argentine operations of approximately $253,000. reflecting an increment on sites leased or contracted during the vear.
Qur Brazilian operations have had no revenues during 2001. Also the net loss from discontinued operations includes the impairment of
intangible assets of $750.000 for the write-off the Goodwill and a non-compete agreement in Argentina and a loss in currency exchange
adjustments for approximately $2.145,000 due to fluctuations on the Brazilian currency (Real) and the Argentinean peso.

NET INCOME (LOSS). Qur net loss for the vear ended December 31, 2001 was approximately $8.236.000 ($1.32 per basic and difuted
common share). '

LIQUIDITY AND CAPITAL RESOURCES — U.S. REALTEL (SUCCESSOR) YEAR ENDED DECEMBER 31, 2001

As of December 31, 2001, we were in the development stage, however, with the acquisition of Cypress Communications in February 2002
the Company exited the development stage. We have a substantial ongoing investment in business development efforts and expenditures to
build the appropriate infrastructure to support our tuture business. Historically, we have been substantially dependent on private placements of
our equity securities and debt financing to fund our cash requirements. During 2001, we used the majority of the proceeds from the sale of our
old North American operations to develop and expand our international operations.

Ongoing operating costs associated with our efforts to develop our current markets in Argentina and Brazil. our corporate burn rate, which
included existing commitments entered into prior to the sale of the old North American operations, coupled with a declining economy in
Argentina, all negatively affected our cash position during 2001. As of Decerber 31, 2001, we had cash and cash equivalents of approximately
$2 million.

Net cash used in our continuing operations and discontinued operations was approximately $3.671,000 for the vear ended December 31,
2001.

Cash used in investing activities was approximately $744,000 for the year ended December 3 1, 2001. Cash used in 2001 was primarily for
the purchase of a 20% minority stockholder in the Argentinean subsidiary. The Company paid $600,000 in cash and issued a note pavable for
$300.000 upon the execution of the agreement. After the transaction, the Company’s ownership percentage increased to 71%. Cash used in
2001 also included investment in Cypress Communications, Inc. for approximately $82 000. Additionally the Company had capital
expenditures of $62,000.

Our primary sources of liquidity have been through the issuance of common stock and borrowings through convertible debentures, as well
as proceeds from the sale of our old North American operations in December 2000. Cash used in financing activities was approximately
$1 million for the year ended December 31, 2001. Cash used during 2001 was $800.000 to pay for the acquisition of treasury stock. $33,000 for
the repayment of advances from shareholders. § 150,000 for the repavment of notes payable and $50,000 for the payment for the release of
warrants issued under a now discontinued customer-offering program.

RECENT ACCOUNTING PRONOUNCEMENTS
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Tn August 2001 the FASB issued SFAS [44. Accounting for Impairment or Disposal of Long-Lived Assets. This Statement addresses
financial accounting and reporting for the impairment or disposal of long-lived assets. This Statement supersedes FASR Statement No. 121,
“Accounting for the Tmpairment of Long-Lived Assets and for Long-Lived Assets to Be Disposed Of", and the accounting and reporting
provisions ot APB Opinion No. 30, “Reporting the Effects of Disposal of a Segment of a Business. and Extraordinary, Unusual and
Intrequently Occurring Events and Transactions™, for the disposal of a segment of a business (as previously defined in that Opinion). This
Statement also amends ARB No. 51, Consolidated Financial Statements, to eliminate the exception to consolidation for a subsidiary for which
controf is likely to be temporary. The provisions of this Statement are effective for financial statements issued for fiscal vears beginning after
December 15,2001, and interim periods within those fiscal years, with early application encouraged. The provisions of this Stuement
generally are to be applied prospectively.

Tn April 2002, the FASB issued SFAS 145, Rescission of FASB Siarements SFAS 4. 44 and 44, Amendiment of FASB Statement No. [3 and
Technical Corrections. Among other things. this Statement rescinds Statement No. -, Reporting Gains and Losses from Extinguishments of
Debt. and an amendment of that Statement. FASB Statement No. 64, Extinguishments of Debt Made to Satisty Sinking-Fund Requirements.
This Statement also rescinds FASB Statement No, 4., Accounting for Intangible Assets of Motor Carriers. This Statement amends FASB
Statement No. 13, Accounting for Leases. to eliminate un inconsistency between the required accounting for sale-leaseback transactions and the
required accounting for certin lease modifications that have economic effects that are similar to sale-leaseback ransactions. This Siatement
also amends other existing authoritative pronouncements to make various technical corrections, clarify meanings. or describe their applicability
under changed conditions. The provision of this Statement related to the rescission of Statement No. 4 are applicable in fiscal years beginning
after May 15, 2002, The provisions of this Statement related to Statement 13 should be for transactions occurring after May 13, 2002. Early
application of the provisions of this Statement is encouraged. We do not expect the adoption of SFAS 145 will have a significant impact on our
consolidated results of operations, financial position or cash flows.

In June 2002, the FASB issued SFAS No. 146, Accounting for Costs Associared witl Exit or Disposal Activities. SFAS No. 146 requires the
recording of costs associated with exit or disposal activities at their fair values when a liability has been incurred. Under previous guidance,
certain exit costs were accrued upon management’s commitment to an exit plan, which is generally before an actual liability has been incurred.
SFAS No. 146 is to be applied prospectively to exit or disposal activities initiated after December 31, 2002. The Company does not expect the
adoption of SFAS 145 will have a si gnificant impact on its consolidated results of operations, financial position or cash tflows.

In November 2002, the FASR issued Interpretation (FIN) No. 45, Guarantor's Accounting and Disclosure Requirements for Guaranors,
Including Indirect Guarantees of Indebtedness of Others. FIN No. 45 requires that upon issuance of a guarantee, the guarantor must recognize
a liability for the fair value of the obligation it assumes under the guarantee. Guarantors will also be required to meet expanded disclosure
obligations. The initial recognition and measurement provisions of FIN No. 3 are effective for guarantees issued or modified after

December 31, 2002. The disclosure requirements are effective for annual and interim financial statements that end after December 15, 2002.
The Company does not believe the adoption of FIN 45 will have a material impact on its consoiidated financial statements.

In December 2002, the FASB issued SFAS No. 148, Accounting for Stock-Based Cumpensation — Transition and Disclosure. which amends
SFAS No. 123, Srock-Based C ompensation, to provide alternative methods of transition for a voluntary change to the fair value based method
ot accounting for stock-based employee compensation. In addition, SFAS No. 148 amends the disclosure requirements of SFAS No. 123 to
require prominent disclosures in both annual and interim financial statements about the method of accounting for stock-

18
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based employee compensation and the effect of the method used on reported results. The disclosure provisions of SFAS No. 148 are effective
tor tiscal vears ending after December 13, 2002 and have been incorporated into these financial statements and accompanying tootnotes.

RISK FACTORS THAT MAY AFFECT FUTURE RESULTS

An investment in our common stock involves a high degree of risk. You should carefully consider the factors described below. in addition to
those discussed elsewhere in this report, in analyzing an investment in our common stock. [f any of the events described below occurs. our
business, tinancial condition and results of operations would likely suffer, the trading price of our common stock could fall and you could lose
all or part of the money you paid for our common stock.

In addition. the following factors could cause our actual results to differ materially trom those projected in our forward-looking statements,
whether made in this Form 10-KSB, our annual or guarterly reports (o shareholders, future press releases, SEC {ilings or drally, whether in
presentations, responses (0 guestions or otherwise. See “Special Cautionary Staterment Regarding Forward-Looking Statements.”

OUR BUSINESS MODEL IS UNPROVEN AND MAY NOT SUCCEED

We have not validated our business model and strate gy. We believe that the combination of our unproven business model and the highly
competitive and fast-changing telecommunications market in which we compete makes it impossible to predict the extent to which our business
model will achieve market acceptance or our overall success.

To be successtul. we must develop, market, and implement the various components of our business strategy at widely accepted prices that
cover our operating expenses. We may never be able to achieve favorable operating results, profitability or generate revenues sufficient to
cover our capital and operating costs. As a result of these potential issues. there is a risk that our business will fail. In addition, there is no
assurance that our growth strategies. including the acquisition of complementary businesses can be implemented or will be successful.

WE MUST ATTRACT AND RETAIN KEY PERSONNEL IN ORDER TO IMPLEMENT OUR BUSINESS PLAN

The loss of the services of key personnel or the failure to attract additional personnel as required could have a material adverse effect on our
ability to grow. We believe that our future success will depend in large part on our ability to attract and retain yualified technical and sales
personnel.

WE MAY NOT BE ABLE TO MANAGE OUR GROWTH, WHICH COULD HARM OUR BUSINESS

If we are successtul in implementing the acquisition component of our business plan, our operations may expand rapidly. Rapid or large-
scale expansion could place a significant strain on our management. financial. and other resources. Qur ability to manage future growth, if it
occurs. will depend on. ameng other things. our ability to: (1) control expenses related to our business plan. including with respect to our
existing and acquired operations: (2) maintain responsive customer service: (3) improve existing, and implement new billing and collections.
operational support, and administrative systems: and () expand. train, and manage our employee base. in particular qualified sales, technical,
and managerial personnel. The failure 0 manage our growth etfectively would impair our business and operational performance. We may not
be able to maintain the quality of cur operations. control or reduce our costs. or expand our internal management, technical. information. and
accounting systems in order to support our desired growth. The failure to accomplish any of the foregoing, inciuding, in particular. the failure
to control or reduce our costs would have an adverse effect on our results of operations, financial condition and profitability.

WE RELY UPON INFORMATION PROCESSING SYSTEMS PROVIDED BY OTHERS

Sophisticated information processing systems are vital to our growth and our ability to achieve operating efficiencies. A Failure of any of
these systems would have a material adverse effect on our operations and business.

19
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In addition, there may be other systems we have not identitied that are required or in need of improvement. We may also be unable ro
maintain and upgrade these systems as necessary.

THE SECTOR IN WHICH WE OPERATE IS HIGHLY COMPETITIVE, AND WE MAY NOT BE ABLE TO COMPETE EFFECTIVELY

The numerous companies that may seek (o enter our markets may €Xpose us to greater price competition for our services. Competition could
also result in a diminution of our net revenue margins.

ALTERNATIVE TECHNOLOGIES POSE COM PETITIVE THREATS

The communications industry is subject to rapid and significant technological change, such as continuing developments in digital subscriber
line technology and alternative technolo gies for providing high-speed data communications. [n addition to fiber-optic technology, there are
other technologies, such as DSL and wireless technology that provide more capucity and speed than traditional copper wire transmission
technology. Our success in improving and expanding our operations and services will depend on our ability to anticipate or adapt to new
technology on a timely basis. The development of new technologies or the significant penetration of alternative technologies into our target
markets may either reduce the demand for our services, require us to devote important capital, and human and technical resources to upgrade,
reconfigure or replace our current or future technology, and could have a materia] adverse effect on our business.

RETAINED CONTROL BY OUR PRINCIPAL STOCKHOLDERS MAY CREATE CONFLICTS OF INTEREST

The concentration of ownershi p ot our stock may have the effect of delaying, deferring or preventing a change in control, merger,
consolidation, or a tender offer which could involve 4 premium over the price of our common siock. Currently, our executive officers,
directors. and greater-than-five-percent stockholders and their affiliates, in the aggregate, beneficially own a substantial percentage of our
ocutstanding common stock (not includin g shares issuable upon the conversion or exercise of warrants or options). If all of these stockholders
were to vate together as a group, they would have the ability to exert significant influence over our board of directors and its policies as well as
other significant corporate matters such as charter and bylaw amendments and possible mergers or corporate control contests,

THE EXERCISE OF OUTSTANDING SECURIT TES MAY HAVE A DILUTIVE EFFECT

We have outstanding warranis and options with exercise prices ranging from $0.01 per share to $10.00 per share. The exercise of these
securities could have a dilutive effect with respect to holders of our common stock. As of March 1, 2003, the total number of shares issuable by
us under outstanding warrants and options was approximately 16.073.364.

20
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Independent Auditors™ Report

U.S. RealTel, Inc.

We have audited the accompanying consolidated balance sheet of U.S. RealTel, Inc. and subsidiaries as of December 31, 2002, and the related
consolidated statements of operations, changes in stockholders’ equity and cash tlows for the year then ended. These consolidated financial
statements are the responsibility of the Company's management. Qur responsibility is to express an opinion on these consolidated financial
statements based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United States of America. Those standards require that
we plan and perform the audit to obtain reasonable assurance about whether the financial statements are free of material misstatement. An audit
includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements. An audit also includes
assessing the accounting principles used and significant estimates made by management, as well as evaluating the overall financial statement
presentation. We believe that our audit provides a reasonable basis for our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the financial position of the
Company at December 31, 2002, and the results of its operations and cash flows for the year then ended in conformity with accounting
principles generally accepted in the United States of America.

/st Deloitte & Touche, LLP

Atlanta, Georgia
February 23, 2003

a9 ~
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Report of Independent
Certified Public Accountants

Board of Directors
U.S. RealTel, Inc.
Atlanta, Georgia

We have audited the dccompanying consolidated statements of operations, changes in stockholders” equity and cash flows for the vear ended
December 31. 2001 of U'S. RealTel. Inc. These consolidated financial statements are (he responsibility of the Company's management. Qur
responsibility is to express an opinion on these consolidated financial statements based on our audit.

We conducted our audit in accordance with auditin g standards generally accepted in the United States. Those standards require that we plan
and pertorm the audit to obtain reasonable assurance about whether the financial statements are free of material misstaternent. An audit
includes examining, on a west basis. evidence supporting the amouns and disclosures in the financial statements. Ap audit also includes
assessing the accounting principles used and significant estin ates made by Management, as well as evaluating the overall financial statement
presentation. We believe that our audir provides a reasonable basis for our opinion.

In our opinion, the consolidated financial starements referred to above present fairly. in all marerial respects, the results of U.S. RealTel, Inc.'s
operations and cash flows for the year ended December 31, 2001 in con formity with accounting principles enerally accepted in the Unired
States.

The accompanying consolidated financial statements have heen prepared assuming that the Company will continue as a going concern. As
discussed in Notes 2 and 3 to the consolidated financial statements, the Company has decided 1o discontinue its operations in Latin America
including the Argentine operations, which represented the majority of the consolidated revenues for the year ended December 31, 2001 and the
Company continues o have cumulative losses since inception and negative cash flows. These issues rajse substantial doubt about the
Company’s ability to continue a3 2 going concern. Management’s plans in regard to these matters are also described in Notes 2 and 3. The
financial statements do not include any adjustments that might result from the outcome of this uncertainty.

/st BDO SEIDMAN, LLP

Miami, Florida
February 22, 2002, except for notes 3 and 6
which are as of March 20,2002
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U.S. REALTEL, INC.
CONSOLIDATED BALANCE SHEET

DECEMBER 31, 2002

ASSETS
CURRENT ASSETS
Cash and cash equivalents $ 8.258.000
Accounts receivable, net of allowance for doubtfu] accounts of $1.033,000 8,832,000
Prepaid eXpenses and other current assets 1,410,000
TOTAL CURRENT ASSETS ) 18,300.000
PROPERTY AND EQUIPMENT, NET (Note 3) 22,349,000
OTHER ASSETS 614,000
$ 41,463,000
B T
LIABILITIES AND STOCKHOLDERS® EQUITY
CURRENT LIABILITIES
Accounts payable and accrued expenses {Note 7) $ 22.867.000
Current portion of long-term debt (Note §) : 655.000
Deferred income 476,000
——
TOTAL CURRENT LIAB ILITIES 23,998,000
s
LONG TERM PORTION OF LONG TERM DEBT (Note 8) 16,173,000
COMMITMENTS AND CONTINGENCIES (Notes 8 and 9)
STOCKHOLDERS® EQUITY (Note 10)
Preferred stock, $.001 par value: 5,000,000 shares authorized: 100 Series 4 issued

and outstanding shares —

Common stock, $.001 par value: 50,000,000 shares authorized; 6,468,000 issued and
outstanding shares (inciuding treasury) ) 6,000
Additional paid-in capital 23,169,000
Accumulated deficit (21,023.000)
2,152,000
Less: Treasury Stock, at cost: 394,000 shares (Note 10 (860,000
—
TOTAL STOCKHOLDERS' EQUITY 1,292,000
RO —
$ 41,463,000
AT

SEE ACCOMPANYING NOTES TO CONSQLIDATED FINANCIAL STATEMENTS
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U.S. REALTEL, INC.

CONSOLIDATED STATEMENTS OF OPERATIONS

FOR THE YEARS ENDED DECEMBER 31, 2001 AND 2002

REVENUES
DIRECT COSTS

REVENUES - NET OF DIRECT COSTS
OPERATING EXPENSES
Sales and Marketing
General and administrative
TOTAL OPERATING EXPEN SES
OTHER INCOME (EXPENSE)
Interest income
Interest expense and financing costs (Notes + and 8)
Net loss on disposal of assets
TOTAL OTHER INCOME (EXPENSE) — NET
LOSS FROM CONTINUING OPERATIONS
GAIN (LOSS) FROM DISCONTINUED OPERATIONS (Notes 3 and )
Loss Before Extraordinary Items
Extraordinary Ttem — £ain on extinguishment of debt (Note §)
Exwaordinary Ttem — gain on acquisition (Note 4)

Net Loss

Net Loss Per Common Share
Loss from continuing operations
Gain (loss) from discontinued operations
Extraordinary items

Net Loss Per Common Share — Basic and Diluted

Weighted Average Common Shares Outstanding

2001

ety et sy e

g —_—

e —

78,000
2,611.000
2,689,000

266,000
(1,000)

265,000

(2,424.000)

(5.812.000)
(8,236,000}

$(8,236,000)

CHASRIRHIMTIS

$  0.39)
(0.93)

$ (1.3
6,246.000
HREHSRRe )

202

e ettt o e e,

$ 51,717,000
28.704.000
23,013,000

3,977,000
25,789,000
[ —
29,766,000

60,000
4,914,000
(22.000)

(4.876,000)

S dentp syt

(11,629,000)

2,032.000

(9,557.000)
83.000
7,783.000

§ (1,729,000)

B S

$ (1.96)
0.34
L.33
$ (0.29)
R
5,894,000
SRR

. SEE ACCOMPANYING NQOTES TO CONSOLIDATED FINANCIAL STATEMENTS
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U.S. REALTEL. INC.
CONSOLIDATED STATEMENTS OF CHANGES IN STOCKHOLDERS® EQUITY

FOR THE YEARS ENDED DECEMBER 31, 2001 AND 2002

Accumu-
lated Other
Preferred Stock Connmon Stock Additional Compre- Compre- Treasury Stock
Paid-in Accumulated hensive hensive T
Shares Amount  Shares Amount Capital Deticit Loss Income Shares  Amount Totat

Balance. at December 31,

2000 — — 6.468.000 86,000 S.149.000 51 LOS8.000) | — —_— — — 37.097,000
Conversion of Debt into .

Common Stock of a

Subsidiary (Note 8a) —_ — — — L.300.000 — — — —_ -~ L300.000
Warrants Repurchased
(Note () — — — - €50,000) - — - —_ — (30.000)

Acquired 533,333 Shares
of Treasury Stock

(Note 11y — — — — —_ —_ — —_ 333000 (800.000) (800.0000)
Net loss — - — — — (3,236,000} (8.236,000) — —_ —  (RI36.000})
Cumulative Effect an

Exchange Rates —_ _— — — — —_ 2,170.000 2,170,000 —_ — 170,000

[ —
Comprehensive Lass (6.066,000)
i — e s s, PR S— N
Balance, at December 31,

2001 — — 6468.000 6,000 19,599 000 (19,29.4,000) 2170000 333.000 (300,000 L681.000
Stock Warrants — — — — 1,181.000 —_ — — — — LISLO0O
Issuance of Preferred

Stock o0 —_— — — — — — —_ — — —
Beneficial Conversion

Feature (Note 3d} — — —_— -— 2,389.000 — — — — —~  2389.000
Payment for Treasury

Stock (Note 11} — —_ — — —_ — — — 6LO00  (60.000) (60.Q00)
Net loss — — — — — (1,729,000) (1.729,000) — — - {L729,000)
Cumutlative Effect un

Exchange Rates - - - - — — (2,170,000 (2,170,000} — ~—  (170,000)
Comprehensive Loss (3.899,000

LSRG
o — e e, —————
Balunce. at December 3],
2002 100 — 6468000  $6.000 S23.069.000 821,023,000 3 — 394.000 $(860.000) 5 1.292.000
SR s SHRUSNAE M RIS sy :

SEE ACCOMPANYING NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
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U.S. REALTEL. INC.
B CONSOLIDATED STATEMENTS OF CASH FLOWS
FOR THE YEARS ENDED DECEMBER 31, 2001 AND 2002
2001 2002
CASH FLOWS FROM OPERATING ACTIVITIES
Net loss $(8.236,000) $ (1,729,000)
Adjustments to reconcile net loss to net cash used in continuing operating activities
Depreciation and amortization 166,000 1,459.000
Bad debt expense — 679,000
Stock warrants in connection with acquisition — 1.181,000
Extraordinary gain —_ (7,783.000)
Loss from discontinued operations 35,812,000 -
Other non-cash items — 85,000
Changes in assets and liabilities, net of liquidations
Increase in accounts receivable 13,000 4,408,000
(Increase) decrease in prepaid expenses and other current assets (18,000) (613,000%
(Increase) decrease in other assets — {285,000y
(Increase) decrease in accounts payable and accrued expenses (559,000) L1, 117.000
Decrease in deferred income — (794.000)
NET CASH (USED IN) PROVIDED BY CONTINUING OPERATING ACTIVITIES (2.822,000) 8,295,000
NET CASH USED IN DISCONTINUED OPERATING ACTIVITIES (2.849.000) {2.207,000)
NET NET CASH (USED IN) PROVIDED BY QPERATING ACTIVITIES (5,671,000) 6,088,000
R s e S
CASH FLOWS FROM INVESTING ACTIVITIES
Investment in subsidiary (600,000 from discontinued activities in 2001) (682.000) (48.,495,000)
Capital expenditures (62,000) (1,050.000)
Cash acquired in acquisitions — 31,910,000
NET CASH USED IN INVESTING ACTIVITIES (744,000) (17,635,000)
CASH FLOWS FROM FINANCING ACTIVITIES
Praceeds from note payabe in connection with acquisition — 16.436,000
Repayment of note payable in connection with acquisition —_ (16,436,000)
Repayment of other note payvable (150,000) —
Borrowings of long-term debt — 26,551,000
Principal payments of long-term debt — (8,747,000)
Payment for release of warrants {50.000) —
Advances from stockholder — Discontinued (35,000) —
Payment for acquisition of treasury stock (800.000) 60,000y
NET CASH USED IN FINANCING ACTIVITIES (1,035,000) 17,744.000
P s
EFFECT OF EXCHANGE RATES CHANGES ON CASH 86.000 —
NET INCREASE (DECREASE) IN CASH AND CASH EQUIVALENTS {7.364.000) 6,197,000
CASH AND CASH EQUIVALENTS, AT BEGINNING OF YEAR 9,425.000 2,061.000
CASH AND CASH EQUIVALENTS, AT END OF YEAR $ 2,061,000 $ 8.258.000
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2002

2001
Supplemental Disclosure of Cash Flow Information:

Interest paid $ 1000
ESIEEEI
Taxes paid 3 242,000

Supplemental Disclosures of Noncash [nvesting and Financing Activities:
Notes payable/debentures converted into common stock of g subsidiary 1,500,000
Rt
Note issued in connection to a non compete agreement 300.000

R

SEE ACCOMPANYING NOTES TO CONSOLIDATED FINANCIAL STATEMENTS.

28




D TYPESETTING S YSTES T Mmm\ao“‘;:or;)n:f%\ GélS ;gneﬁ%Soﬂgg_éﬁx(jﬁr{)&a\m%& “))u \PRE%E, %m g
EDGARZ (WA

Table of Contens
U.S. REALTEL, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
l. ORGANIZATION. BASIS OF PRESENTATION AND ACCOUNTING POLICIES

ORGANIZATION

We were organized in January 1997 under the name “AGILE, LLC,” and we incorporated in the State of Ilinois under the name “U.S.
RealTel, Inc.” in August [997. In November 1997, we merged with and into Admiral Two Capital Corporation. and the surviving company s
name was changed t “U.S. RealTel. Inc.” On May 8. 2000. we reincorporated into the State of Delaware. In December 2000. we completed
the sale of what were then substantially all of our North American assets and operations (“old North American operations™), including our
proprietary database of site information, to Apex Site Management. Inc., a subsidiary of SpectraSite Holdings, Inc. In connecrion with the sale,
we agreed not to compete for two years with SpectraSite in the Unijted States. Canada, Mexico and Western Europe in the provision of
wholesale riser operations.

We established operations in Buenos Aires, Argentina in December 1998 and in Sao Paolo. Brazil in February 2000. We conducted our
Latin American operations in Argentina through ReaiTel de Argentina, S.A., a majority owned Argentine corporation. and in Brazil through
RealTel do Brasil, S.A., a majority owned Brazilian corporation. In March 2002, we decided to discontinue our operations in Latin America
(Note 3).

Beginning in February 2002 with our acquisition of Cypress Communications, Inc, (“Cypress Communications™), we have providad
comprehensive data, voice and video communications services, referred to ag “telecommunications services”, to businesses located in
commercial office buildings in selected major metropolitan markets within the United States. Cypress Communications wil be considered the
predecessor and. therefore, U.S. RealTel’s reporting includes prior year financial statements for Cypress as well as for U.S. ReaiTel, Inc. Also
as a result of the purchase of Cypress Communications, we are no longer considered a development stage company.,

In July 2002, through Cypress Communications, we completed the purchase of certain assets of Intermedia Advanced Building Networks,
the shared tenant telecommunications services business of WorldCom, Inc (ABN/STS). The acquisition of ABN/STS has allowed us to0 extend
our telecommunications services operations to over 5,700 smail and medium sized business customers in 25 major metropolitan U.S. markets.

BASIS OF PRESENTATION

The accompanying financial statements are presented on the accrual basis of accounting using accounting principles generally accepted in
the United States.

Certain prior vear amounts have been reclassified to conform to the current year presentation.
PRINCIPLES OF CONSOLIDATION

The Company s subsidiaries at December 31, 2002 are listed below:

Percent

Location Owned Description
Cypress Communications. nc. Atlania, GA 100% Active subsidiary
Cypress Communications Operating Company. Atlanta, GA 100% Active subsidiary
Inc.
Cypress Communications Holding Company of Atlanta. GA  100% Active subsidiary
Virginia, Inc. ,
Cypress Communications International, Inc. Atlanma, GA 100% Inactive subsidiary
Cypress Canada, Inc. Canada 100% Inactive subsidiary
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Percent
Location Owned Description
RealTel de Argentina, S..A. Argentina 1% Inactive subsidiary
RealTel do Brasil, S.A. Brazil 89% Inactive subsidiary

The consolidated financial statements include the accounts of the Company and its subsidiaries that are more than 50% owned.
All significant intercompany transactions and balances between the companies included in the consolidation are eliminated.
' .

CASH AND CASH EQUIVALENTS

Cash equivalents consist of short-term, highly liquid investments that matures in three months or less, which are readily convertible into
cash.

PROPERTY, EQUIPMENT AND DEPRECIATION

Property and equipment are stated at cost. Depreciation is computed over the estimated useful lives of the assets (three Lo seven years) by
straight-line methods for financial reporting purposes. Depreciation of leasehold improvements is computed over the lesser of the estimated
useful lives of the assets or the term of the lease by the straight-line method for financial reporting purposes.

REVENUE RECOGNITION

The Company’s revenues include recurring charges for local access, long-distance, equipment rental, Internet access, digital sateilite
business television, voicemail, inbound 300, and other enhanced voice and data services. which are recognized as services provided. Revenues
also include nonrecurring charges for instailations and moves, adds. and changes. Installation fees represent the initial cost charged by Cypress
Communications for installing voice phone lines. data lines, and Business TV in the tenant’s premises. Move, add, and change (“MAC™)
charges are for the Company’s labor and materials related to moving, adding, or changing a custorger’s services. Installation and MAC charges
are recognized when the services are provided as they represent separate earmings process.

STOCK-BASED COMPENSATION

The Financial Accounting Standards Board Statement of Financial Accounting Standards No. 123, “Accounting for Stock-Based
Compensation” (“SFAS No. 123™), became etfective in 1997. SFAS No. 123 eéncourages companies to recognize expense for stock options and
other stock-based employee compensation plans based on their fair value at the date of grant. As permitted by SFAS No. 123, the Company has
and will retain its prior accounting policy under APB Opinion Number 23, “*Accounting for Stock Issued to Employees,” and. accordingly,
compensation expense for stock options is measured as the excess, if any, of the fair value of the Company’s stock at the date of grant over the
exercise price.

FASB Statement 123, Accounting for Stock Based Compensation, requires the Company to provide pro forma information regarding net
income and earnings per share as if compensation cost for the Company’s stock option plan has been/determined in accordance with the fair
value based method prescribed in FASB Statement 123, The Company estimates the fair value of each stock option at the grant date by using
the Black-Scholes option-pricing model with the following assumptions used for grants in 2001 and 2002: no dividends vield for all vears:
=xpected volatility of 120 percent and 74 percent. respectively; risk-free interest rate of 4.75 percent and 4.42 percent. respectively; and,
expected life of 3 and 7 years, respectively,
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The following table illustrates the etfect on the loss and loss per share if U.S. Realtel had applied the fair value recognition provisions
of SFAS. 123, Accounting for Stock-Based Compensation. 10 stock-based employee compensation:

Years Ended December 31,

2001 2002
Net loss, as reported $(8.236,000) $(1.729,000y
Add: Stock-based compensation, as reported - - N
Deduct: Total stock based compensation determined under fair
value based method for all awards, net of tax (13,000) (496,000)
Proforma net loss $(8.249.000)

Loss per share:
Basic and diluted losg per share — as reported $ (1.32) $ (0.29)
Basic and dijuted loss per share — as pro forma (1.32) (0.38).

ADVERTISING COSTS
Advertising costs. aggregating $130,000 in 2001 and $60,000 in 2002, are expensed as incurred.
TRANSLATION OF FOREIGN CURRENCY

During 2001, the Company’s subsidiaries were based and operating in the United States, Argentina and Brazil, for 2002 all operations are
based in the United States. The tunctional and reporting currency for statutory purposes is the United States Dollar, Argentine Peso and
Brazilian Real. The forei gn financial statements have been translated to United States Dollars {U.S. $) using a methodology consistent with
Starement of Financial Accounting Standards No, 52, Foreign Currency Transtation, Assets and liabilities are translated to U.S. $ at the rate
prevailing on the balance sheat date and the statements of operations have been translated from the functional currency to U.S. $ using an
average exchange rate for the applicable period. Results of this translation process are accumulated as a-separate component of shareholders’
equity. As a result of the company discontinuing operations in Argentina and Brazil in the first quarter, the cumulative etfect on exchange rates
has been eliminared. )

FAIR VALUES OF FINANCIAL INSTRUMENTS

The Company’s tinancial instruments consist principally of cash and cash equivalents, accounts receivable, accounts payable. accrued
liabilities and notes. The carrying amounts of such financial instruments as reflected in the balance sheet approximate their estimated fair value

as of December 31, 2002 and 2001 due to their short-term nature. The estimated fair value js not necessarily indicative of the amounts the
Company could realize in a current market exchange or of future earnings or cash flows.

IMPAIRMENT OF LONG-LIVED ASSETS

On January 1, 2002, the Company adopted Financial Accounting Standards Board ( “FASB™) Statement No. [4.4 “Accounting for
Impairment or Disposal of Long-Lived Assetg™ ("FAS No. [44™). Under FAS 144, the Company reviews long-lived assets for impairment
when circumstances indicate the carrying amount of an asset may not be recoverable based on the undiscounted future cash flows of the asset.
If the carrying amount of the asset is determined not to be recoverable. a write-down to fair vajue is recorded. The effects of adopting FAS 144

INCOME TAXES

Income taxes are accounted for under FASB Statement No. 109, Accounting for Income Taxes™ (“FAS 109, FAS 109 is an asset and
liability approach that requires the recognition of deferred tax assets and liabilities for the expected future tax consequences of events that have
been recognized in our financial statements or tax returns, In estimating future tax consequences. FAS 109 generally considers all expecred
tuture events other than proposed changes in the tax laws or rates. Valuation allowances are provided if it is more likely than not that a deferred
tax asset will not be realized. !
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NET INCOME (LOSS) PER COMMON SHARE — BASIC AND DILUTED

Basic carnings per share (“EPS™) is calculated by dividing the income (loss) available to common shareholders by the weighted average
number of common shares outstanding for the period, without consideration for common stock equivalents. Diluted EPS gives effect to all
dilutive potential common shares outstanding for the period. Shares of common stock issuable upon the exercise of options (542,388 and
3,769,888 shares in 2001 and 2002, respectively). warrants (1,947 755 and 2,743,380 shares in 2001 and 2002, respectively) and shares issued
upon conversion of convertible notes (9,560,096 in 2002) are antidilutive and ure not inctuded in the computation of shares outstanding.

COMPREHENSIVE INCOME (LOSS)

The Company follows SFAS No. 130, "Reporting Comprehensive Income™ (“SFAS 130™), SFAS 130 establishes standards for reporting
comprehensive income or loss and its components in the conselidated financial statements, Comprehensive income (loss), as defined, includes
all changes in equity (net assets) during a period from non-owner sources. To date. the Company has reported other comprehensive income
from the cumulative effect on exchange rates for the amount of $2.170.000 in 2001, $(2,170,000) in 2002. The Company had no other material
transactions that are required to he reported in comprehensive income or loss,

ACCOUNTING ESTIMATES

The preparation of financjal statements in conformity with accounting principles generally accepted in the United States of America requires
management to make estimates and assumptions that affect that reported amounts of assets and liabilities and disclosure of contingent assets
and liabilities at the date of the financial Statements and the reported amounts of revenues and expenses during the reporting period. Actual
results could differ from those estimates, '

SEGMENT REPORTING

The Company operates in one business segment — the provision of telecommunication services to small and medium sized businesses on an
integrated basis.

RECENT ACCOUNTING PRONO UNCEMENTS

In April 2002. the FASB issued SFAS 145, Rescission Of FASB Statements SFAS 4, 44 and 64, Amendmenr of FASB Statement No. 13 and
Technical corrections. This Statement rescinded Statement No. 4, Reporting Gains and Losses from Extinguishments of Debt, and an
amendment of that Statement. FASB Statement No. G4, Extinguishments of Debt Made to Satisfy Sinking-Fund Requirements. This Staternent
also rescinded FASB Starement No. 44, Accounting for Intangible Assets of Motor Carriers. This Statement amended FASB Statemen: No. 13,
Accounting for Leases, to eliminate an inconsistency between the required accounting for sale-leaseback transactions and the required
accounting for certain lease modifications that have economic effects thar are similar to sale-leaseback transactions. This Statement also
amended other existing authoritative pronouncements to make various technical corrections, clarify meanings, or describe their applicability
under changed conditions. The provision of this Statement related to the rescission of Statemnent No, 4 must be applied in fiscal vear beginning
after May 15, 2002. The provisions of this Statement related to Statement 13 will be applicable for transactions occurring after May (5, 2002,
Early application of the provisions of this Statement is encouraged. The Company does not expect the adoption of SFAS 145 will have a
signiticant impact on its consolidated results of operations, financial position or cash tlows.

In June 2002. the FASB issued SFAS No. 146, Accounting for Costs Associated with Exit or Dispasal Activities. SFAS No. 146 requires the
recording of costs associated with exit or disposal activities at their fair values when a liability has been incurred. Under previous guidance,
certain exit costs were accrued Upon management’s commitment to an exit plan. which is generally before an actua} liability has been incurred,
SFAS No. 146 is to be applied prospectively to exit or disposal activities initiated after December 31, 2002. The Company does not expect the
adoption of SFAS 146 will have a significant impact on its consolidated results of operations, financial position or cash flows
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In November 2002, the FASB issued Interpretation (FIN) No. 435, Guarantar's Accounting and Disclosure Requirements for Guarantors,
Including Indirect Guarantees of Indebtedness of Others. FIN No. 45 requires that upon issuance of g guarantee, the guarantor must reco gnize
a liability for the fair value of the obligation it assumes under the guarantee. Guarantors will also be required to meet expanded disclosure
obligations. The initial recognition and measurement provisions of FIN No. 45 are effective for guarantees issued or modified after
December 31, 2002. The disclosure requirements are effective for annual and interim financial statements that end after December 13, 2002.
The Company does not believe the adoption of FIN 43 will have a material impact on its consolidated financial statements.

In December 2002, the FASB issued SFAS No. 148, Accounting for Stock-Based C, ompensation — Transition and Disclosure. which amends
SFAS No. 123, Stock-Based Compensarion, o provide alternative methods of transition for a voluntary change to the fair value based method
of accounting for stock-hased employee compensation. [n addition, SFAS No. 148 amends the disclosure requirements of SFAS No. 123 to
require prominent disclosures in both annual and interim financial statements about the method of accounting for stock-based employee
compensation and the effect of the method used on reported results. The disclosure provisions of SFAS No. [48 are effective for fiscal vears

ending after December 135, 2002 and have been incorporated into these financial staternents and accompanying footnotes.
2 LIQUIDITY

As reflected in the accompanying consolidated tinancial statements, the Company has curulative losses and, until the year ended
December 31, 2002, had aiso negative cash flows from operations. Operating costs associated with the Company’s former efforts to develop a
telecommunications rights business in Argentina and Brazi. its corporate cash flow requirements, which include existing commitments entered
into prior ta the sale of its former North American telecommunications nghts assets, and a declining economy in Argentina, which was the
Company’s principal telecommunications rights market, all have negatively affected the Company’s cash position.

Beginning in the first quarter of 2002, the Company initiated certain actions intended to improve liquidity and operating results. Such
actions included. among other things, (i) completing the acquisition of Cypress Communications and making certain adjustments 1o Cypress
Communications’ statfing levels and cost structure (Note 33, (i) liquidation of the operations in Argentina and Brazj (Note 3), (iii) completing
the purchase of certain assets of Intermedia Advanced Building Networks and the shared tenant telecommunications services business of
WorldCom, Inc. (Note +4), and (iv) raising $28 million in connection with such asser acquisition.

Our cash position has increased during 2002 and we believe that it should stabilize during 2003 due to the actions initiated on the first
quarter of 2002 as referred to in the prior paragraph. The Company cannot, however, glve any assurance that it will be able to operate on a
profitable basis. Likewise. no assurance can be given that we can achieve sufficient profitability to support the debt service for the new debt
raised in connection with our acquisition of certain assets from Intermedia Advanced Building Networks, the shared tenant telecommunications
services business of WorldCom, Inc (ABN/STS). Moreover, the terms of the indebtedness we incurred in connection with the acquisition of
certain assets of ABN/STS contain restrictive covenants that Hmit our ability to incur additional indebtedness, pay dividends or undertake
certain other transactions. We have also pledged certain assets as security under our senior credit facility. Therefore, we must devote 1
substantial portion of our cash flow to service our indebtedness. Accordin gly. there can be no assurance that our business plan will be achjeved
or that we will ever become protitable. Also, the Company cannot give any assurance that the costs of liquidating the Company’s former Latin
American operations, will continue to be immaterial (as the Company currently projects).
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3. DISCONTINUED QOPERATIONS

In March 2002, the Company decided to liquidate its telecommunications rights operations in Latig America, which are now substantially
liquidated. Liquidating the Company's operations in Latin America is expected to help the Company preserve existing capital and dedicate its

TESOUrCes 10 its new telecommunications services business in the .S, Balances in the 200} financial statements have been reclassified to reflect
our Latin American business ag discontinued operations.

Gain (Loss) from discontinued operations includes:

2001 2002
' Revenues $ 282,000 ¢ —
Direct Costs (163,000) —
Operating Expenses (3.708,000) (138,000)
Other Income( Expense) (76,000) —
Gain (loss) on Currency Exchange Rates 2,145,000y 2,170,000

—— e
$(5.812.000)  $2.032.000

The Company EXPECts to incur various costs in connection with the liquidation of its Lagin American operations, which in the estimation of
the management should not be material.

4. ACQUISITIONS
CYPRESS COMMUNICATIONS

In February 2002. the Company completed the acquisition of Cypress Communications, 2 U.S. based operation that pravides a full range of
telecommunications services 1o businesses in muiti-tenant office buildings located in selected major metropolitan markerts within the United

States. The acquisition of Cypress Communications allowed the Company 1o concentrate its resources and expertise on providing premium
communications services to over 2,500 small and medi um sized business customers in seven major metropolitan U.S. markers: Atlanta, Boston,
Chicago. Dallas, Houston, Los Angeles and Seattle. Cypress Communicarions’ prior investment in telecommunications and broadband
infrastructure is expected to enable the Company to provide bundled communications services to businesses located in multi-tenant office

buildings in a manner thac is both reliable and cost etfective for its customers,

The acquisition of C ¥press Communications was completed through a tender offer for outstanding Cypress Communications common stock
and a short form merger of a new wholly-owned acquisition subsidiary of 1.5, RealTel into Cypress Communications. The purchase price was
$3.50 per share. in cash, for a total purchase price of approximately $18.7 miilion, which included cash paid for options to purchase shares of
Cypress Communications under option plans in the amount of $58.000 and expenses incurred in connection with the acquisition of
approximately $1,447,000. As a result of such acquisition, the Company, at the subsidiary fevel, acquired 100% of Cypress Communications’
assets. including cash and its telecommunications services infrastructure. and succeeded to all of the liabilities of Cypress Communications,
including operating lease commitments, primarily related to former office space. and license dgreements with property owners and/or operators
of several office buildin gs. The Company obtained tinancing to purchase the Cypress Communications common stock and complete the merger
through a loan from the LaSalle Bank, which was facilitated by the Oliver Estate, 2 private entity affiliated with Ross J. Mangano, a director of
the Company. The loan was repaid in February 2002, with interest of approximately $3.000. [n connection to the loan. the Company paid a
comumission fee to the Oliver Estate of $875,000 and issued WaITAmS o purchase up to 850,000 shares of the Company's common stock ar ap
exercise price of $1 per share. The warrants are exercisable through February 2005 and. based on the Black-Scholes pricing model. were valued
by the Company at $646,000. Assumptions used for the Black-Scholes option-pricing model included: no dividend vield for ail vears, expected
volatility of 120 percent, risk-ltee interest rate of 4.75 percent and expecred life of 5 vears. The commission and the value of the warrants were
freated as interest expense in the accompanying Consolidated Statements of Operations. In addition, the Company paid bank faes and interest
of approximately $53,000, which aiso have been treated as interest expense. '

The acquisition of C ypress Communications was accaunted for by the purchase method of accounting and resulted in negative goodwill,
The purchase price allocation. after the elimination of al long-term assets of Cypress Communicarions in an aggregate amount of
326.3 million, resulted in an extraordinary gain associated with the acquisition in the amount of $7,783.000. The Consolidated Statements of
Operations include the operations of Cypress Communications from February 1, 2002 through December 3 1, 2002.
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ACQUISITION COSTS $ 18.688.000
NET BOOK VALUE OF CYPRESS

COMMUNICATIONS 53.311,000
NEGATIVE GOODWILL — BEFORE ASSET

REDUCTION (34,623,000)
REDUCTION OF LONG TERM ASSETS Property and

equipment 26,771,000

Other assets 69,000 26,340,000

EXTRAORDINARY GAIN $ 7,783,000

REEH R AT R

INTERMEDIA ADVANCED B UILDING NETWORKS

In July 2002, the Company, through its wholly owned subsidiary, Cypress Communications, completed the purchase of certain assets of
Intermedia Advanced Building Networks. the shared tenant telecommunications services business of WorldCom, Inc (ABN/STS). The
acquired assets included ail customer contracts, in-building networks and the associated building access o ghts, as well as the necessary
employees to support these assets. The acquisition of ABN/STS has allowed the Company to extend its telecommunication services operations
to over 5,700 small and medium sized business customers in 25 major metropolitan U.S. markets. Cypress Communications paid $29 million in
cash at closing to the sellers, assumed various commitments arising out of the operation of the business after the closing, assumed accrued but
unpaid liabilities incurred by the sellers in the operation of the business prior to the closing in an amount Up to a maximum of $2 million,
assumed vehicle lease obligations of approximately $284,000 and paid expenses incurred in connection with the acquisition of approximately

$899,000.

The acquisition was accounted for as a purchase, and accordingly, the results of operations of ABN/STS have been included since the date
of acquisiticn in the accompanying statements of operations. The allocation of the purchase price as of July 17, 2002 was as follows:

ACQUISITION COSTS $32,183,000
COST ALLOCATION
CURRENT ASSETS 10,662,000
PROPERTY AND EQUIPMENT 22,703,000
DEFERRED REVENUES (1,182,000)
TOTAL $32,183,000
RIS RS

The useful lives of the assets acquired from ABN/STS are as follows:

Network Equipment Seven years
Vehicles One year

Concurrently with the closing, Cypress Communicm\ons entered into an Omnibus Post-Closing Services Agreement with the sellers and
certain of their affiliates. Under the Omnibus Agreement. the sellers and their affiliates agreed to provide Cypress Communications:

(1) specified transition services;
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(i) specified wholesale international. interstate, intrastate and local telecommunications services and Internet services (see refer to
commitments ander the Omnibus Posl—Closing Agreement described in Notes - and 9);

(i}~ access to the sellers’ U.S. Internet collocation facilities and support services;
(iv)  access to the sellers’ aetwork coilocation facilities: and

(v} dcecess to cerrain buildings of the seilers in which the purchased assets are located pending the receipt of certain consents from
building owners and federal and state regulators.

In connection with such acquisition, the Company and Cypress Communications raised $28 million to finance the acquisition. The
$28 million financing included:

(i) a $10 million senior secured revolving credit facility from Silicon Valley Bank (the “Senior Credit Facility™)

N

(i)  an %8 million bridge {can (the “Bridge Loan™) from the J. Oljver Cunningham Trust (the “JOC Trust™, the Anne C. McClure
Trust (the *ACM Trust™), the Jane C. Warriner Trust (the “JCW Trust™), Noro-Moseley Partners V,LP.("N oro-Moseley™), and
the Wakefield Group I, LLC ¢ “Wakefield™); and

(i) the sale of $10 million of Fixed Rate Convertible Notes due July 1, 2009 (the “Convertible Notes™) to the JOC Trust, the ACM
Trust, the JCW Trust, Noro-Moseley and Wakefield.

The JOC Trust. the ACM Trust and the JCW Trust are affiliates of certain stockholders of the Company and of Ross J. Mangano, a director
and Chairman of the Board of the Company and of C ypress Communications.

PRO FORMA INFORMATION

The following Unaudited Pro Forma Condensed Consolidated Statements of Operations for the year ended December 31, 2002 and 2001
assume the Cypress Communications and the ABN/STS acquisitions occurrad at the beginning of each period. Adjustments have been made to
depreciation expense, interest revenue and interest expense to retlect the effect of such acquisitions, :
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December 31, 2001 December 31, 2002
Revenues $ 92,724,000 $ 98.070,000
ER 55 R s S
Loss from continuing operations $f223,140,000)( 1) $(68.592.000)
Net loss $(220,284,000) $(58.692.000)
LRI i L S e
Loss per common share from continuing
operations 3 (35.72) $ (11.64)
i AR TR R
Net loss per common shares basic and diluted $ (35.26) $ (9.96)
e ) ik eiad
Weighted average common shares outstanding 6.246.000 5,894,000
MDA s e

(1) Includes a non-recurring charge for restructuring costs in the amount of $67,334,000 at Cypress Communications.

5. PROPERTY AND EQUIPMENT

Property and equipment consist of the following at December 31, 2002:

System infrastructure ) $20,615,000
System equipment 2,735.000
Computer and office squipment 108,000
Leasehold improvements 33,000
Vehicles 317.000
23,308,000

Less accumulated depreciation and amortization 1,459,000
$22,349.000

6. INTANGIBLE ASSETS

In February 2001, the Company purchased 2,667 shares {approximately 20%) of the outstanding capital stock of its Argentine subsidiary
from a minority shareholder for $600.000. After the transaction, the C ompany's ownership percentage increased to 71%. The transaction was
accounted for by the purchase method of accounting and resulted in cost in excess of net assets acquired of $600.000. The asset was being
amortized over 20 years, however, in December 2001. the company wrote-off the carrying amount of goodwill as a result of the lack of
performance on the operations in Latin America (Note 3). The goodwill in Argentina had a net carrying amount of $575.000. In connection
with this transaction the Company entered into a non compete agreement with the minority shareholder in the amount of $300.000 for the

period of two years from the effective date of the transaction. This intangible asset was also written-off, as of December 31, 2001, and had a net
carrying amount of $173,000.

The Company paid $600.000 in cash at closing and issued a note payable in the amount of $300.,000, from which $100,000 was to be paid
on August 16, 2001, $100.000 was to paid be on February 16. 2002 and $100.000 was to be paid on February 16, 2003. In August 2001, the
former minority shareholder agreed to sign an agreement releasing the Company from any future liability between the parties. In return, the
Company agreed to change the
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payment terms for the $300.000 note payable to $150.000 to be paid at the execution date of the contract, $100,000 to paid be on February 16,

2002 and $50,000 to be paid on February 16, 2003. [n July 2002, the former minority shareholder agreed settle the unpaid balance of the debt
ot $130,000 for $1 31,900, which was paid at the execution date of the contract amendment.

7. ACCOUNTS PAYABLE AND ACCR UED EXPENSES

Accounts payable and accrued expenses at December 31, 2002 consist of:

Accounts payable $ 2.739.000
Accrued ¢ircuits and connectivity costs 9.524,000 )

Accrued termination charges 3,983,000

Accrued professional fees 249,000

Accrued compensation 662,000

Interest and finance charges 289.000

Other accrued expenses 5,421,000

[

22,867,000

SRS e

ACCRUED TERMINATION CHARGES — includes costs for office space lease commitments in markets from which we exited or in
which Cypress reduced our retail operations, net of an estimate for sublease rentals, in the amount of approximately $1.5 million, and Costs to
terminate contracts with communications service providers to purchase circuits and connectivity for approximately $2.4 million. These
amounts include assumed liabilities for contract termination occurring prior to the Cypress Communications acquisition of about $1.5 million
and $2.0 million, for leases and circuits respectively {See note 4.

8. CONVERTIBLE NOTES AND DEBENTURES
Long-term debt at December 31, 2002 consists of the following:
Senior secured Silicon Valley Bank credit facility, at a rate of PRIME plus 2%,
interest payable monthly with principai and any unpaid interest due J uly 12, 2004 $ —

Bridge loan, in the amount of $8,000.000, at a rate of 14%, interest payable quarterly
beginning September 30, 2002, with principal and any unpaid interest due July 16,

2003 8,000,000
Convertible notes including interest and net of discount, with a face value of
$10,000,000, ar a rate of 7.3%, with interest and principal due July 1. 2009 8,124,000
Capitalized lease obligations. at various rates raging from 9- 14%, with monthly
principal and interest payments through April 2003 704.000
$16.828,000
LR

(a) CONVERTIBLE NOTE PAYABLE WITH RELATED PARTY

The Company executed a $1.500.000 promissory note on September 24. 1999 (“Convertible Note™ with a related party. It bore interest at a
rate of 12% (7% through September 24, 20009, compounded annually, Principat and interest under the Convertible Note were due and payable
on January 2, 2001. The Convertible Note is convertible into the Company's common stock or into stock of the Company s Argentinean

-

subsidiary, owned by the Company.
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On January 2, 2001, the Convertible Note was converted into stock of the Company’s Argentinean subsidiary, reducing the Company s
ownership of the Argentinean subsidiary to 31%. Upon the conversion of the debt. the Company recorded an increase in additional paid-in
capital of approximately $1,500.000.

(b) SENIOR CREDIT FACILITY

i

The Senior Credit Facility, in the amount of $10 million revolving credit tacility, was obtained by Cypress Communications pursuant to a
Loan and Security Agreement. dated July 12, 2002 between C ypress Communications and Silicon Valley Bank. The Senior Credit Facility
accrues interest at the prime rate (with a floor of 4.75%) plus 2% per annum and matures on July 12, 2004, unless terminated earljer.
Borrowings under the Senior Credit Facility are collaterized bv all of the assets of Cypress Communications and are unconditionally \
guaranteed by the Company. There is no outstanding balance under the Senior Credit Facility as of December 31, 2002.

(c) BRIDGE LOAN

The Bridge Loan, in the amount of $8 million term loan. was obtained by the Company and Cypress Communications pursuant to a Loan
Agresment dated July 16, 2002 among the Company, Cypress Communications, the JOC Trust. the ACM Trust, the JCW Trust, Noro-Moseley
and Wakefield (each, acting in such capacity, a “Bridge Lender” and collectivel ¥, the “Bridge Lenders™). The Bridge Loan accrues interest at
14% per annum, and mawmres on the earlier to occur of (i) one business day following the maturity of the Senior Credit Facility and (ii) July 16,
2005. Each Bridge Lender was entitled to receive an initial loan fee equal to 2.5% of that portion of the Bridge Loan that was funded by such
Bridge Lender. Because the Bridge Loan was outstanding 60 days after the closing, the Company and Cypress. Communications became
obligated to pay each Bridge Lender an additional loan fee equal to 1.25% of the then outstanding principal balance of such Bridge Lender's
share of the Bridge Loan. Because the Bridge Loan has been outstanding 90 days after the closing, the Company and Cypress Communications
became obligated subsequent to the end of the quarterly period ended September 30, 2002 to pay each Bridge Lender an additionaj loan fee
equal to 1.25% of the then outstanding principal balance of such Bridge Lender's share of the Bridge Loan. Because the Bridge Loan has been
outstanding 120 days after the closing, the Company and C ypress Communications became obligated to pay to each Bridge Lender an
additional loan fee equal to 1.00% of the then outstanding principal balance of such Bridge Lender's share of the Bridge Loan, The loan fees
described above are cumulative and are payable on the earlier to occur of the maturity date of the Brid ge Loans or the date on which the Bridge
Loans are paid in full. The Company has accrued $280,000 for these fees, which were weated as interest expense in the accompanying
Cansolidated Statements of Operations.

At the closing of the Bridge Loan, the Company issued the Bridge Lenders warrants to purchase an aggregate of 400,000 shares of the
Company’s common stock at an exercise price of $1.13 per share. These warrants are exercisable for a term of 10 years and, based on the
Black-Scholes pricing model, were valued by the Company at $535,000. Assumptions used for the Black-Scholes option-pricing model
included: no dividend vield for all years, expected volatility of 159 percent, risk-free interest rate of 3.08 percent and expected life of 10 years.
The value of the warrants is being amortized to interest eXpense Over two vears in the accompanying Consolidated Statements of Operations.

(d) CONVERTIBLE NOTES

The Conventible Notes. in the amount of $10 million, were issued by the Company and Cypress Communications pursuant to a Purchase
Agreement dated July 16, 2002 among the Company, Cypress Communications. the JOC Trust, the ACM Trust, the JOW Trust, Noro-Moseley
and Wakefield (each, acting in such capacity, a “Purchaser™ and collectvely, the “Purchasers™. The Convertible Notes accrue interest at the
rate of 7.5% per annum, compounded quarterly, and payable at maturity of the notes. whether upon their stated maturity of Ji uly 1, 2009. or
earlier as a result of acceleration in the event of a default or upon redemption of the Convertible Notes, The principal of and accrued interest on
the Convertible Notes is convertible into the Company’s common stock at $1.13 per share. The Convertible Notes are redeemabie by the
Company or Cy press Communications at any time by payment of the outstanding principal balance and accrued interest. [n the event that the
Convertible Notes are redeemed. the Purchasers have been issued warrants which will then be cligible for exercise to purchase the number of
shares of common stock of the Issuer thar the C onvertible Notes were convertible into on the redemption date at a conversion price of $1.13 per
share. In connection with the issuance of the Convertible Notes,
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the Company, the Purchasers and the Bridge Lenders entered into o registration rights agreement, which provides for the registration of the
common stock issuable upon (i) the conversion of the Convertible Notes: (i) the exercise of the Warrants issued in connection with the Bridge
Loan: and fiii) the exercise of the Warrants exercisable upon the redemption of the Convertible Notes.

In connection with the issuance of the Convertible Notes. the Purchasers were issued a total of 100 shares of the Company’s Series A
Preferred Stock (the “Series A Preferred”) without additional consideration. The rights of the Series A Preferred are set forth in 2 Certificate of
Designations adopted by the Company’s board of directors. The holders of a majority of the Series A Preferred are entitled to elect two
members of the Compariy’s board of directors and the holders of the Series A Preferred are entitled to receive dividends and distributions equal
to those payable to the holders of an equivalent number of shares of the Company's common stock. In addition, the Company may not. without
the prior written consent of holders of 4 majority of the Series A Preferred, (i) increase or decrease (other than by redemption or conversion)
the authorized number of shares of Series A Preferred: (if) cancel or modify the voting rights of the holders of Series & Preferred: riif) cancel or
modify the rights of the holders of Series A Preferred; ur (iv) amend, waive, alter, modify or repeal any provision of the Certificate of
Incorporation or Byvlaws of the Corporation, if such amendment, alternation, modification or repeal would adversely affect the Series A
Preferred. including the issuance of preferred stock with voting rights senior to or pari passu with the Series A Preferred. The Series A
Preferred is redeemable by the Company in the event that:

(iy at least 73% of the principal amount of the Convertible Notes is convered into shares of common stock of the Company;

(i1) at least 75% of the principal amount of the Convertible Notes is redeemed:;

(iiiy  the Company has submitted an application in good faith to apply for listing on AMEX, NASDAQ or another national exchange
to register its securities on such exchange, the average daily trading price per share of the common stock as reported in such
application is at least $4.00 per share, and the Company subsequently receives a comment {rom such exchange that its

application for listing will not be accepied 50 long as the Series A Preferred remains outstanding with the voting rights described
herein; or

(iv)  the outstanding principal and interest on the Convertible Notes are paid in full on the maturity date of the Convertible Notes.

The redemption price for the Series A Preferred is $0.001 per share.

At the closing of the Convertible Notes, the Company issued the Convertible Note Lenders warrants to
Company's common stock in to which the Convertible Note Lenders would be convertible immediately pri
aprice of $1.13 per share. These warrants are exercisable if the Convertible Notes are redeemed and have a life of 7 years. The Company will
not record any charge until the notes are redeemed. The Company has estimated that based on the terms of
Company redeemed the Convertible Notes it would redeem the entire amount. Therefore. based on the Bl
warrants were valued by the Company at $12,035.000. Assumptions used for the Black-Scholes o
yield for all years, expected volatility of 159 percent, risk-fres interest rate of .81 percent and ex

ack-Scholes pricing model, the
ption-pricing model included: no dividend
pected life of 7 years.

The Bridge Lenders and the Purchasers entered into an Intercreditor (. Subordination) Agreement, which

- dmong other things, provides that
under certain limited circumstances, all amounts payable by the Company and Cypress Communic
Ib

ations under the Bridge Loan and the

€ payable. pro rata among the Bridge Lenders and the Purchasers. on a pari passu basis. To induce the JOC Trust, the
ACM Trust and the JCW Trust to enter into the Intercreditor (Subordination) Agreement. the Company and Cypress Communications entered
into a Letter Agreement. Pursuant to the Letter Agreement. the Company and Cypress Communications agreed to pay the Bridge Lenders and

the Purchasers, in proportion to the amounts lent by them under the Bridge Loan. a fee of $1.000.000 {the “Risk Allocation Fee™). The Risk
Allocation Fee was to be payable to certain Bridge Lenders and the Purchasers upi i ¢ ( the achi ] i

milestones set forth in the Letter Agreement or June 30, 2003. [n December 2002. the Com
Risk Allocation Fee, issuing a payment of $915.000 in settlement of the {ull outstanding a
difference in December as an extraordinary gain on extinguishment of debt

pany agreed 10 accelerate the payment terms for this
mount. The Company recognized the $85.000

As the exercise prics of the Convertible Notes of $1.13 was less than the rel

ative fair marker value of the stock as of the consummation date.
a beneficial conversion feature was created. The Company has calculared the
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beneficial conversion feature embedded in the Convertible Notes in accordance with EITF No. 98-5 and EITF No. 00-27 and recorded
approximately $2.389.000 as a debr discount. This discount is being amortized over the seven-vear life of the Convertible Notes. During the
vear ended December 31, 2002, the Company recorded approximately $171,000 in additional interest expense.

FUTURE ANNUAL COMMITMENTS

Future annual payments under capital leases and long-term debt, net of discount, as of December 31, 2002 are as follows:
pay P g

2003 $ 635,000
2004 35,000
2005 3,014,000
2006 —
Thereafter 8,124,000
Total -16.828.000
Less current portion (655,000)
Long-term portion $16.173,000

TR TG

9. COMMITMENTS AND CONTINGENCIES

{a) LEASES — OFFICE SPACE

The Company is obligated under several operating lease agreements for office space. Future annual minimum rental payments under these
‘leases as of December 31, 2002 are as foilows:

2003 $2,306,000
2004 1,839,000
2005 1,143,000
2006 . 645.000
2007 547,000
Thereafter 739,000

Total $7,218,000

Minimum commitments under operating leases above are net of cash due to the Company under subleases of $1,083,000, $ 846.000,
$687,000, $247.000, $113,000, and $71.000 for 2003, 2004, 2003, 2006, 2007, and thereafter, respectively.

The Company leased otfice space in Argentina and Brazil during the fiscal year 2001, In February 2002. the Company vacated the office
space in Argentina and Brazil as part of a cost saving initiatives to improve liquidity and operating results (Note 2) and in March 2002, the

Company decided to discontinue operations in Latin America (Note 3).

In January 2001, the Company moved it corporate headquarters from Chicago to Fort Lauderdale, Florida. During 2001. the Company
occupied an office space that had been subleased from a related party and never executed a lease assignment, In March 2002, the Company
decided to relocate its corporate headquarters from Fort Lauderdale, Florida io Atlanta. Georgia following the acquisition of Cypress
Communications (Note ).

Rent expense for 2001 and 2002 was approximately $159,000 and $4.041.000. respectively.
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(b) OBLIGATIONS UNDER LIC ENSE AGREEMENTS

The Company has entered inwo license agreements with property owners and/or operators of several office buildings whereby the Company
has the right to provide communications services in these buildings. Under the terms of the agreements, the Company is generally obligated to
pay a commission based on the greater of 1 base fee Or & percentage of revenue earned in the related building or development. At December 3 {,
2002, the Company's aggregate minimum obligation under these agreements were as follows:

2003 $2,353,000
2004 1,947,000
2005 1,659,000
2006 853,000
2007 801,000
Thereafter 1,952,000
Total $9.363,000 )

The commitments above exclude an estimated total of $2 million of potential obligations under license agreements in buildings in which the
Company's communications network has not been constructed. In the opinion of management, such amounts will ot be owed, as the Company
is not providing services in those buildings. .

(c) OBLIGATICNS UNDER COMMUNICATIONS SERVICE AGREEMENTS

At December 31, 2002, the Company had coniracts with some communications providers with minimum purchase obligations for leased
voice and data transport and other services. As of December 31, 2002, approximate future minimum purchase commitments under these
agreements were as follows:

2003 $17,147.000
2004 14.376.000
2005 g 7,643,000
Total $39.166,000
ERERIRRIN R

The above amounts are based on WorldCom assuming the Omnibus Post-Closing Agreement described in Note 4. It does not include
minimum commitments with several comununications providers for leased circuits that the Company leases on a month-to-month basis The
Company has accrued at December 31,2002 approximately $3.1 million, which represents management’s estimate of potential amounts due
under these agreements. However, the actual amounts due upon termination of these commitmens may differ significantly from this amount.

(d) LEGAL PROCEEDINGS

The Company is subject to legal proceedings and claims. including employment and other matters that arise in the ordinary course of
business. There are no pending legal proceedings to which the Company is a party that management believes will have a materia adverse effect
on the financial position. results of operations, or cash flows of the Company.
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0. STOCKHOLDERS® EQUITY

ta) EMPLOYEE EQUITY INCENTIVE PLAN

In April 1999, the Companys Board of Directors a

stockholders. The stockholders ratified the Plan in September 1999. Under the Plan. 484,655 shares o

reserved for issuance under various award plans includin g stock options. restricted stock,
466.500 (415.000 outstanding) shares of common stock under the Plan have been granted
Options are normally vested ratably
1999, and the approval of the Plan. the Company issued options f

$6.30, $8 and $10 per share.

December 31, 2002.

As a result of the Sale of our old North

in December 2003. To the extent the market price on the d
was provided by amortizing the excess over the vesting

In March 2002, the Company's board of directors
By this amendment, the number of shares of common
subject to automatic annual adjustment to an amount

equal to 30%
of 3,000,000. The amendment was approved by the Company”

\

approved an amendment to the 1999 Employvee Equity Incentive Plan (the

stock reserved for issuance under the Option Plan was increased to
of our outstanding common stock on a fully
s shareholders at the Annual

In Aagust 2002, the Company’s board of directors approved a second amendment to the Option Plan.

of common stock reserved for issuance under the Option P1
adjustment contained in the Option Plan, and increasing to 1,300,000 the ag,
anyone optionee during the term of the Option Plan. As of December 31,2002
following adoption of the amendment, options to purchase 3,769,388 shares w

The following table summarizes the Company s employee stock option activity:

OQutstanding at December 31, 2000

2001:
Granted

* Outstanding at December 31, 2001
2002:
Granted
Forfeited

Qutstanding at December 31, 2002

an was increased to 4,200,000 shares

pproved a 0-year Employvee Equity Incentive Plan (“Plan™), subject to approval of its

t the Company’s common stock are

bonus and performance shares, etc. Options for
through December 31, 2001 at $1.60, $4, $5.25.

over three yvears and expired five vears after they became exercisable. Prior to
or [27.388 shares of common stock that remain outstanding as of

American operations. all oprions issued before December 2000 became exercisable and will eXpire
ate these options were granted exceeded the
period of the options,

exercise price, compensation expense

“Option Plan™).
3.200.000 shares,
dilured basis, up to a maximum

Meeting of Shareholders on June 26, 2002.

By this amendment, the number of shares

. subject to the existing automatic annual
gregate limit on the number

of options that may be granted to

. after giving effect to the issuance of additional options
ere outstanding under such plan.

Exercisable
Weighted Weighted
Average Average
Exercise Exercise
Shares Price Shares Price
487,388 $7.42 487,388 $7.42
ARSI s T
35,000 $1.60
542388 $6.83 487,388 §7.42
3,495,000 $1.82
(267,500) $1.60
3,765.388 $2.48 504,055 $7.22
SR RSB

The following table summarizes information about the stock options outstanding at December 31, 2002:

Number of YWeighted
Options Average Weighted
Qutstanding at R ini; Average
December 31, Contractual Exercise Exercisable as of
Exercise Price 002 Life tin Years) Price December 31, 2002
$1.50 - $1.60 1.650.000 9.1 § L3O 16.667
$2.00 1.632.300 9.3 .00 —
$4.00 ~ $6.30 127.388 7.3 361 127,388
58.00 - $10.00 360.000 23 8.06 360.000
3.769.888 304,055
< A S AU R SIS e
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(b) NON-CASH EQUITY TRANSACTIONS

In connection with the non-cash aspects of certain issuances of commeon stock, options and warrants, the Company valued warrants issued
during the year ended December 31, 2002 in connection with financing agreements at $1.181,000, using the Black-Scholes pricing model.
Warrants issued to purchase up to 850,000 shares of the Company's common stock at an exercise price of 31 per share, were valued at
$646.000. assuming: no dividend yield for all vears. expected volatility of [20 percent, risk-free interest rate of 4.75 percent and expected life
of 5 years. Warrants to purchase 400.000 shares of the Company’s common stock at an exercise price of $1.13 per share were valuated at
$335,000. assuming: no dividend vield for all vears, expected volatility of 159 percent, risk-free interest rate of 5.08 percent and expected life
of 10 years.

No such wansactions were recorded during the year ended December 3 [, 2001. The $1,131,000 amount in 2002 was charged to interest
expense.

(¢) STOCK OPTIONS AND WARRANTS OUTSTANDING

All stock options and warrants issued before 2001 are currently exercisable. Stock options issued in 2001 vest ratably over three years, and
stock options issued in 2002 vest ratably over four years. with the exception of 1.6 million issued to Company Executives in 2002, which vest
30% upon the achievement by the Company of positive cash flow for 4 consecutive quarters on a cumulative basis, 25% on the first

anniversary of the vesting of the initial 50%, and 25% on the second anniversary of the vesting of the initial 50%.

The stock options and warrants expire as follows:

Weighted Average

Year Ending December 31, Shares Exercise Price
2003 907,740 $3.91
2004 7 671,477 7.78
2003 1,651,550 3.02
2006 — —_
2007 16,667 1.60
Thereafter 3.265.334 1.75
6,513,268 $2.99
YRR sepizpit
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(d) WARRANT OFFERING PROGRAM

In March 2000, the Company’s Board of Directors approved a Warrant Offering Program (“Program™) for the owners of office building
partfolios who meer certain criteria. which program was modified in April 2000, The Program provides for up o 400.000 warrants 1o be
offered. at an exercise price of $2.50 per share. upon the execution of a master [ease, The number of warrapts issued will be determined by
formula based on the number of square feet committed, As of December 31. 2000, 5,028 warrants, expiring in November 2003, were issued

under the Program. The warrants were valued at $30,000 by the Company. This Program has been terminated.

In April 2001, the Company repurchased 5,028 warrants to purchase shares of the Company’s common stock issued 0 a customer under a
now discontinued warrant-offerin g program tor $50,000, the original value recorded for the warrants,

L. TREASURY STOCK

In July 2001, the Company purchased for approximately $800,000 an aggregate of 533,000 shares of the Company’s common stock from a
former Company director and members of his family. On Aprit 1, 2002, U.S. RealTel announced that its Board of Directors had approved the
use of up to $500,000 for repurchase of its common stock. Under this stock repurchase program, as of December 31, 2002, the Company had
purchased 61.413 shares of the Company’s common stock a fair value for approximately $60,000. The shares were accounted for as treasury
stock and are shown separately as a deduction from the total common stock,
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12. RELATED PARTY TRANSACTIONS

In June 2000, a $35.000 non-interest bearing short-term advance was made by a stockholder to the Company, such amount was repaid in
May 2001.

In February 2002, the Company entered into Severance arrangements with certain officers and employess of the Company. Under these
arrangements. the Company paid out severance of approximately $400,000 during the first quarter,

See also Notes 8(a), (bl, (¢) and (d) for interim bridge financing and a convertible note payable with related parties, equity securities issued
to related parties and subsequent event, respectively.

3. INCOME TAXES

The benefit/ ¢ provision} for income taxes trom continuing operations consisted of the following for the years ended December 31, 2001 and
2002;

2001 2002
Current $ — § —
Deferred 1,088,000 5373
Increase in valuation allowance (1,088.000) {3,573)
Income tax benefit / (provision) $ — § —
MRy fec e

Deterred income taxes reflect the net tax effect of temporary differences between the carrying amount of assets and liabilities for financial

reporting purposes and the amounts used for income tax purposes. The significant components of deferred rax assers and liabiliries as of ag of
December 31, 2001 and 2002 are as follows:

2001 2002
Deferred tax assets:

 Net operating loss carryforwards $ 1,196,000 $ 96,999 000
Allowance for doubtful accounts — 411,000
Restructuring accrual — 8,371.000
Real estate access rights —_— 46,734,000
Alternative minimum tax credit carryforward 160,000 —
Property, plant & equipment — 15,395,000
Other ~ Intangible assets 339,000 339.000
— [
Total deferred tax assets 1,693,000 168.249,000
SRR ey .::smwmmwm

Deferred income taxes:
Depreciation and amortization — —
Valuation allowance (1.695,000) (168.249.000
——— ———
Net deferred income taxes 3 — $ —
AT R ARy

At December 21, 2002 the Company had available federal net operating loss carryforwards of approximately $248 million thar expire from
2012 to 2022, The utilizaton of 5220 million of these loss carrytorwards is subject to an annual limitation as a result of o change in ownership
of the Company, as defined in the Internal Revenue Cods. substantial portion of the net operating loss carryforwards will expire before they
are available to be utilized under section 387 of the Internal Revenue Code.
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limits the amount that may be used during a particular vear. The Company
2012 o 2022, Management has recorded a total valuation allow
carrytorwards,

also had various state net operating loss carryforwards expire from
ance of $168 mitlion against its deferred tax assets including the operating loss

A reconciliation of the income tax provision related (o contin

uing operations, computed at Statutory tax rates to the income tax provision for
the years ended December 31,2001 and 2002 is as follows:

2001 2002
Income tax benefir at statutory rate (823,000) B4)%  $(3,998) 35%
State income taxes, net of federal benefit (100,000) (H% (436) 4%
Other : (165,000) 25%  (1,119) 1.85%
Increase in valuation allowance 1,088,000 13% 3373 40.85%
Income tax benefit ( provision) — —%% - —%
iR EEEIANEIRRY CANER Rl el - MIBIELE
15. QUARTER-BY-QUARTER COMPARISON (UNAUDITED)
Summarized quarterly financial data for the years ended December 31, 2001 and 2002 are as follows:
FIRST SECOND THIRD FOURTH
2001
Operating revenues - - - —
Gain (Loss) from continued
operations (466,000) (1,405.000) 104,000 {657.000)
Discontinued operations (812,000y (1,136,000) (1.130,000) (2,734.000)
Net loss (1,278,000) (2,541,000) (1,026,000) £3,391.000)
Per common share Basic and
Diluted
Operating revenues — — — —
Gain (Loss) from continued
operations (0.07) (0.22) 0.02 (0.11)
Discontinued operations 0.13) = (0.18) (0.18) (0.44)
Net loss (0.20) {0.39) (0.17) (0.54)
Weighted Average Common :
Shares Qutstanding 6,462,000 6,468,000 6.110,000 6,246,000
2002
Operating revenues 3,234,000 +4.938.000 20,515.000 23,030,000
Loss from continued operations (6,381.000) (3,175,000) (2,056.000) (17.000)
Discontinued operations 2,104,000 168.000) (2,000) (2.000)
Extraordinary item 8.186.000 (746.000) — 428.000
Net gain (loss) 3,909,000 (3,989,000) (2,058,000) 409.000
Per common share Basic and
Diluted
Operating revenues 0.50 0.84 3.49 392
Loss from continued operations 0.99) (0.54) (0.33) (0.00)
Discontinued operations 0.33 (0.01) (0.00) (0.00)
Extraordinary item 1.27 (0.13) —_ 0.07
Net gain (loss) .60 (0.68) (0.35) 0.07
Weighted Average Common
Shares OQurstanding 6.462.000 5,891,000 3,874,000 5.874.000

16. SUBSEQUENT EVENTS

In February 2003, the Company, through its wholly owned subsidiary, Cypress Communications. entered intg a definitive agreement with
Eureka Broadband Corporation to purchase the assets of Eureka’s Southern California building~centric voice and dara services business, These

assets include customer conwacts, as well as s in-building networks and associated building access ri ghes. In April 2003, we completed the
acquisition,

+7
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The following report of Arthur Andersen, LLP (“Andersen’™) is a copy of the report previous] ¥ issued by Andersen on May 3, 2002,
The report of Andersen is included in this annual report on Form 10-KSB because Crpress Communications Inc. qualifies as a
predecessor for U.S. RealTel, Inc. The Company has not been able to obtain a reissued report from Andersen. Andersen has not
consented to the inclusion of jts report in this annual report on Form 10K-SB. Because Andersgn has not consented tg the inclusion of
its report in this annual report, it may be ditticult to seek remedies against Andersen, and the ability to seek relief against Andersen
may be impaired.

REPORT OF INDEPENDENT PUR LIC ACCOUNTANTS
To Cypress Communications, Inc.:

We have audited the accompanying consolidated balance shests of CYPRESS C OMMUNICATIONS, INC. (a Delaware corporation) AND
SUBSIDIARIES as of December 3 {. 2000 and 2001 and the related consolidated statements of operations. stockholders® equity, and cash flows
for the years then ended. These financial statements dre the responsibility of the Company’s management. Qur responsibility is 1o express an
opinion on these financial statements based on our audics.

We conducted our audits in accordance with auditing standards generally accepted in the United States, Those standards require that we plan
and perform the audit (o obtain reasonabie assurance about whether the financial statemenrs are free of material misstatement. An audit
includes examining, on a test basis. evidenca supporting the amounts and disclosures in the consolidated financial statements. An audit also
includes assessing the accounting principles used and si gnificant estimates made by management, as well as evaluaring the overail financia)
Statement presentation. We believe thar our audits provides a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly. in all material respects, the financial position of Cypress
Communications, Inc. and subsidiaries as of December 31, 2000 and 2001 and the results of their operations and their cash flows for the vears
then ended in conformity with accounting principles generally accepted in the United States,

As discussed in Note 110 the tinancial statements. in February 2002, Cypress Communications, Inc. was acquired by 1J.S. Realtel, Inc. and
Cypress Communications, Inc, became a wholly-owned subsidiary of U.S. Realtel, Inc. Certain liquidity matters related to U.S. Reaitel, Ine.
and U.S. Realtel, Inc.s business plans with regard to such matters are described in Note 11,

/st ARTHUR ANDERSEN, LLP

Atlanta, Georgia
May 3, 2002

+8
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CYPRESS COMMUNICA"HONS, INC. AND SUBSIDIARIES

CONSOLIDATED BALANCE SHEETS

DECEMBER 31, 2000 AND 2001

ASSETS
2000 2001
CURRENT ASSETS:
Cash-and cash equivalents $ 28,108.000 $ 11,180.000
Short-term investments 67,809,000 22,577.000
Accounts receivable, net of allowance for doubtful accounts of
$470,000 and $415 000 in 2000 and 2001, respectively 2,499,000 2,423,000
Other receivables 397,000 713,000
Prepaid expenses and other 606,000 239,000
Total current assets 99,419,000 37,152,000
et [
PROPERTY AND EQUIPMENT, net (Note 3, 10) 101,368,000 27,190,000
[P PO
OTHER ASSETS:
Real estate access rights, net (Notes 7 and 10) 121,117,000 0
Other intangible assets, net (Note 10y 6.743,000 0
Qther 2,758.000 1,192,000
Total other assets 136,618,000 1,192,000
Total assets $ 331,405,000 $ 63,534,000
LIABILITIES AND STOCKHOLDERS® EQUITY
CURRENT LIABILITIES:
Accounts payable $  4.081,000 $ 593.000
Accrued expenses and other (Nate 2) 21,403,000 9,425.000
Current portion of capital lease obligations 195,000 446.000
Total current liabilities 25.679.000 10,464,000
LONG-TERM PORTION OF CAPITAL LEASE
OBLIGATIONS 235,000 335.000
Total liabilities 25,914,000 10,799,000
I R
COMMITMENTS AND CONTINGENCIES (Notes 8, 10. and
1)
STOCKHOLDERS® EQUITY:
Common stock, $.001 par vaiue: 150.000,000 shares
authorized: 4,854,000 and +.926.000 shares issued and
outstanding in 2000 and 2001, respectively 5,000 6.000
Additional paid-in capital 380,630,000 369.827.000
Deferred compensation (19.663,000) (6,312.000)
Other comprehensive income (loss) 345,000 (+7.000)
Accumulated deficit (255.826.000) (508.739,000)
Total stockholders® equity 303.491.000 54,735,000
ettt B
Total liabilities and stockholders” equity $ 331.,405.000 5 63,534,000
AR RN RN A

The dccompanying

fotes are an integral part of these consolidated balance sheets.
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CYPRESS COMMUNICATIONS, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF OPERATIONS

FOR THE YEARS ENDED DECEMEER 31, 2000 AND 2001

2000 2001
REVENUES § 13,724.000 $ 18,731.000
OPERATING EXPENSES:
Cost of services, sxclusive of depreciation expense 19,758,000 24,620,000
Sales and marketing, including noncash compensation expense
of $862.000 and $702.000 in 2000 and 2001, respectively 17,314,000 10,692,000

General and administrative, includin g noncash compensation
expense of $4,765,000 and $1.847.000 in 2000 and 2001,
respectively

52,065,000

29.686,000

Amortization of real estare access rights 16,270,000 11,713,000
Depreciation and other amortization 9,724,000 15,921,000
Restructuring and impairment charges (Nate 1)} 64,746,000 181,579,000
Total operating expenses 179,877,000 274,211,000
OPERATING LOSS (166.153,000) (255,480.000)
INTEREST INCOME. net 9,236,000 2.567.000
LOSS BEFORE INCOME TAXES (156,917,000) (252,913,000
INCOME TAX BENEFIT 0 0
— e
NET LOSS $(136.917,000) $(252,913,000)
LR S S s R

The accompanying notes are an integral part of these consolidated statements,
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CYPRESS COMMUNIC, ATIONS, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF STOCKHQLDERS® EQUITY

FOR THE YEARS ENDED DECEMBER 31, 2000 AND 2001

Additional Other
Common Stock Paid-In Deferred Comprehensive A | Stockholders Comprehensive
Shares Amount Capitai Compensation Incame (Loss) Deficit Equity Loss
BALANCE, .
December 31, 1999 276,000 $ 0 3 132,741,000 $(27,124,000) $ 0 $ (989090000 8 6. 708.000 $ 0
Sale of common stock 1,130,000 1,000 179.351,000 0 0 0 179,532,000 0
Conversion of preferred
stock {Note 4) 3,282,000 3.000 100,276,000 4} 0 0 100,279,000 0
Sale of common stock
under ESPP 6,000 0 164,000 0 0 0 164.000 0
Exercise of common
stock options 30,000 o] 250,000 0 0 0 250.000 0
Issuance of restricted
stock 50,000 0 3,000,000 (3,000,000) 0 0 0 0
Purchase of :
SiteConnect (Nate 3) 60,000 1,000 7,908,000 0 0 0 7,909,000 0]
Amortization of
deferred :
compensation 0 0 Q 5.412,000 0 ] 5,412,000 4]
Issuance of warrants,
net 0 0 161,789.000 0 0 0 161,789,000 0
Forfeiture of unvested
options 0 0 (5,049,000)  5.049.000 0 0 0 0
Unrealized gain on
short-term
investments o] 0 0 0 436,000 0 436,000 436,000
Foreign currency
translation adjustment 0 0 0 0 (91,000) 0 (91.000) (91.000)
Net loss 0 0 0 0 0 (156,917,000) (156,917.000) (156,917.000)
Comprehensive loss $(156.572.000)
BALANCE.
December 31, 2000 4,854,000 5,000 580.630.000 ¢ 19,663,000) 345.000 (255,826,000) 305,491,000
Issuance of restricted
stock 66.000 1,000 703,000 (704,000) 0 0 03 0
Amortization of
deferred
compensation 0 0 0 2.549.000 [ 0 2,349,000 0
Sale of common stock ‘
under ESPP 6.000 0 0 0 0 0 0 Q
Forfeiture of unvested
options 0 0 (1L,506,000) 11,506.000 0 0 0 0
Unrealized loss on
short-term
investments 0 0 0 0 (392.000) 0 (392.000) (392.000)
Net loss 4] 0 0 0 0 (232.913,000) (252.913.000) (252.913.000
Comprehensive [oss $(253,303.000)
O — e
BALANCE,
December 31, 2001 +.926,000 $6.000 $569.827.000 $ 16.312.000) $ (47.000) $(508,739.000) $  54.735.000

.

The accompanying notes are an integral part of these consolidated statements
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CYPRESS COMMUNICATIONS. INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CASH FLOWS

FOR THE YEARS ENDED DECEMBER 31, 2000, AND 2001

CASH FLOWS FROM OPERATING ACTIVITIES:
Net loss
Adjustments to reconcile net loss to net cash used in operatin g activities:
Depreciation and amaertization

2009

ettt it e e

$0156,917,000)

25,994,000

2001

B

$0252,913.000)

27,634,000

Amortization of deferred compensation 3,627,000 2.549.000
Restructuring and impairment charges 64,746,000 181,579,000
Other (849,000) 780,000
Changes in operatin g assets and liabilities:
Accounts receivable, net (677.000) 152,000
Prepaid expenses and other current assets (1,610.000) 2,185,000
Other assets (2,374.000) 1,076,000
Accounts payable and accrued ex penses 8,259.000 (13,306.,000)
e ——— S
Nert cash used in operating activities (57.301,000) (50.464,000)
P S
CASH FLOWS FROM INVESTING ACTIVITIES:
Purchases of property and equipment (99.545,000) (10,613,000)
Sales of property and equipment 0 2,756,000
{Purchases) sales of short-term investments, net. (66.524.000) 44,299 000
Cash acquired in acquisitions 295.000 0
Other (252,000) 0
———. [
Net cash (used in) provided by investing activities (166.026.000) 36,442,000
JSO—— —
CASH FLOWS FROM FINANCING ACTIVITIES:
Investment in C ypress Canada by minority interest 2.450,000 0
Return of investment in Cypress Canada to minority interest 1] (2,333,000)
Proceeds from exercise of stock options 230,000 0
Proceeds from initial public offering, net of otfering costs 179,875,000 0
Proceeds from employee stock purchase plan 164,000 0
- Principal payments on capital lease obligations (1594,000) (#51,000)
Net cash provided by (used in) financing activitjes 182.545.000 (2.784,000)
P P
EFFECT OF EXCHANGE RATE CHANGES ON CASH (85.000) (122.000)
DECREASE IN CASH AND CASH EQUIVALENTS (41,367,000) (16.928.000)
CASH AND CASH EQUIVALENTS, BEGINNING OF YEAR 69,475,000 28,108.000
P P
CASH AND CASH EQUIVALENTS, END OF YEAR $ 28.108.000 $ 11,180.000
SERSTTs Sy SRS
SUPPLEMENTAL DIS CLOSURES OF CASH FLOW INFORMATION:
Cash paid for interest ‘ $ 54,000 3 120.000
o -y
Assets acquired under capital leases S Y] 5 802,000
B ot VR ey SRS
Common stock issued o acquire SiteConnect (Note 3) 3 7.901.000 $ 0
R AR R TS R

The dccompanying notes are an wtegral part of these consolidared statements.

-
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CYPRESS COMMUNICATIONS, INC. AND SUBSIDIARIES
| )
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

DECEMBER 31, 2000 AND 2001
L. ORGANIZATION AND NATURE OF BUSINESS

Cypress Communications, Tnc. and its subsidiaries (“Cypress Communications” or the “Company™) provide a full range of communications
services o businesses in multi-tenant oifice buildings located in select major metropolitan markets within the United States. Tn February 2002,
the Company was acquired by U.S. Realtel, Inc, (“U.S. Realtel™) (Note [ 1). The Company’s communications services include high speed
Internet access and data services, local and long-distance voice services. {eature-rich digital telephone systems, digital sateilite business
television, voicernail, e-mail, web site hosting, security/monitoring services, and other advanced communications services. The Company
delivers these services over state-of-the-art fiber optic. digital. and broadband networks that Cypress Comimunications designs, constructs,
owns. and operates inside large- and medium-sized office buildings.

Liquidity

The Company has experienced operating losses and generated negative cash flows from operations since its inception and has limited access to
capital. At December 31, 2001, the Company has an accumulated deficit of $508.7 million and is subject to various commitments (Note 8).
Upon acquisition by U.S. Realtel in February 2002, approximately $17 million of the Company's cash on hand was used by U.S, Realtel to
repay certain short-term financing. Management of U.S. Realtel believes thar by capitalizing on Cypress Communications’ infrastructure and
its customer base, while reducing Cypress Communications’ operating costs. it will be abie to improve operations at Cypress Communications.
Management believes that its current cash on hand will be adequate to fund operations through at least December 3 1. 2002 and that it could
reduce or delay expenditures, if necessary, to rerain a going concern through at least December 31.2002. There can be O assurance as to
when or if the Com pany will achieve or maintain positive cash flows und, aven if achieved. whether such operations will meet the C ompany’s
business and liquidity objectives. See note 11 regarding the financial condition and liquidity of U.S. Realtel.

Other Risk Factars

The Company faces certain other risk factors. includin g lack of abundant resources or financing, dependence on key personnel, dependence on
third-party suppliers of equipment and communications services, dependence on relationships with certain Property owners or operators,
competition from other providers of communications services, and potential disruption of services due to system failures.

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
Basis of Presentation

The accompanying financial statements are presented on the accrual basis of accounting using accountin g principles generally accepted in the
“United Stares.

Ceruin prior year amounts have been reclassified to conform to the current vear presentation.
The accompanying financial staternents have been retroactively restated for the stocks splits discussed in Note 4.
Principles of Consolidation

The consolidated financial statements include the accounts of the Company and its subsidiaries. all of which are wholl ¥ owned. All significant
intercompany transactions and balances have been eliminated in consolidation,

Ut
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Accounting Estimates

The preparation of financial statements in conformity with accounting principles generally accepted in the United States requires management
to make estimates and assurmptions that affect the reported amounts of assets and labilities and disclosure of contingent assets and liabilities at
the dates of the financial statements and the reported amounts of revenues and expenses during the reporting periods. Actual amounts could

differ from these estimates, and such differences could be material.
Revenue Recognition

The Company”s revenues include recurring charges for local access, long-distance, equipment rental, Internet access. digital satellite business
television. voicemail, inbound 800, and other enhanced voice and data services, which are recognized as services are provided. Revenues also
include nonrecurring charges for installations and moves, adds. and changes. Installation fees represent the initial cost charged by Cvpress
Communications for installing voice phone lines. data lines. and Business TV in the tenant’s premises. Move, add, and change ("MAC™)
charges are for the Company's labor and materials refated to moving, addin g, or changing u customer's services. Installation and certain MAC
charges are recognized when the services are provided as they represent separate eamnings process. Other MAC charges, which are not separate
earnings process. are generally deferred and amortized over 7.4 months. At December 31, 2001, approximately $267,000 of deferred revenue is
recorded in accrued expenses and other in the accompanying balance sheet. All related up front costs have been expensed as incurred.

Cash and Cash Equivalents
The Company considers all highly liquid instruments with an original maturity of three months or less to be cash equivalents.
Short-Term Investments

Short-term investments generally mature between three months and five years from the purchase date. All short-term investments are classified
as available for sale and are recorded at market using the specific identification method. Unrealized gains and losses are retlected in other
comprehensive income. Realized gains and losses were not significant,

Foreign Currencies

Foreign operations relate only to the Company's o perations in Canada, which ceased in 2001 (Note 6). Assets and liabilities recorded in foreign
currencies are translated at the exchange rate in effect on the balance sheet date. Translation adjustments resulting frorn this process are charged
or credited to other comprehensive income, Revenue and expenses are translated at average rates of exchange prevailing during the year. Gaing
and losses on foreign CUITeNCy transactions are included in other expenses and were not significant.

Property and Equipment

Property and equipment are stated ar cost, except for assets determined to be impaired under the provisions of Statement of Financial
Accounting Standards (“SFAS™) No. 121, “Accounting for the Impairment of Long-Lived Assets and for Long-Lived Assets to Re Disposed
Of.” ("SFAS No. 121" (Notes 3 and 10). Depreciation is computed using the straight-line method over the estimated useful lives of the assets
(generally three to seven vears). Leasehold improvements are depreciated over the lesser of the average lease term (or the term of the related
license agreement) or the assets’ useful lives. Depreciation expense was $9.003,000 and $15.025.000 for the years ended December 31, 2000
and 2001, respectively. Maintenance and repairs are charged to expense as incurred. Gains or losses on disposal of property and equipment are
recognized in operations in the year of disposition.
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Income Taxes

[ncome taxes have beeq provided for using the liability method in accordance with SFAS No. 109, “Accounting for Income Taxes™ (Note 9).
Deferred income taxes are recorded using enacted tax laws and rates for the vears in which the wxes are expected to be paid. Deferred income
taxes are provided for items when there is a temporary difference in recording such items for financial reporting and income tax reporting.

Intangibles

Goodwill and certain identifiable intangibles were recorded in connection with the Company’s purchase of substantially all of the assets of
MTS Communications Company, lic. and the purchase of ail of the outstanding common stock of SiteConnect, Ine, (“SiteConnect™) (Notes 5
and |0). These costs are being amortized using the straight-line method over three to ten yvears.

Impairment of Long-Lived Assets

The Company reviews its long-lived assets. including property and equipment and intangibles, for impairment whenever events or changes in
circumstances indicate that the carrying amount of an asset should be assessed. An impairment is recognized when the undiscounted future net
cash tlows estimated to be generated by the asset are insufficient o recover the current carrving value of the asset. Estimates of future cash
flows are based on many factors, including current operating results. expected market trends, and competitive influences, [n 2000 and 200, the
Company recorded charges for property and equipment and real estate access i ghts impaired by management’s decisions to reduce operations
in certain buildings and markets and based on the results of impairment tests completed in accordance with SFAS No. 121 (Note 10). An
impairment loss is recognized for the difference between the carrying value of the asset and its estimated fair value, Management believes that
the remaining long-lived assets in the accompanying financial statements are appropriately valued as of December 3 1, 2000 and 2001,
However, changes in the Company ‘s business or cash flows may significanty impact the realizability of such assets in the future.

Fair Value of Financial Instruments
The carrying amounts reported in the balance shests approximate the fair values for cash, short-term investments, and capital lease obligations,
Segment Reporting

The Company provides an integrared package of communication praducts to small- and medium-sized businesses and manages its business on
an integrated basis.

Accrued Expenses and Other

Accrued expenses relate to the following at December 31, 2000 and 2001:

20040 2001
Restructuring (Note 10) $ 7.267.000 $5,260,000
Networi costs 2,610,000 1,491,000
Taxes 255.000 732.000
Compensation 3.179.000 368.000
Property and equipment additions 4,632,000 0
Liability to investor in Cypress Canada (Note 6) 2.450.000 0
Other 990,000 1,574.000

$21.403.000 $9,425,000

(v
w
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Stock Compensation

The Company accounts for its stock-based compensation plans under Accounting Principles Board Opinion No. 25, “Accounting for Stock
Issued to Empioyees,” and related interpretations and has adopted the disclosure option of SFAS No. 123, *Accounting for Stock-Based
Compensation” (“SFAS No. [237) (Note 4).

New Accounting Pronouncements

In June 2001, the Financial Accounting Standards Board (“FASB™) issued SFAS No. 141, “Business Combinations,” (“SFAS No. 141 !
effective July I, 2001 and SFAS No. (42, “Goodwill and Other Tntangible Assets.” (“SFAS No. 1427} effective for the Company on January 1,
2002. SFAS No. 141 prohibits pooling-of-interests accounting for acquisitions initiated after June 30, 2001 and broadens the criteria for
recording intangible assets separate from goodwill. SFAS No, 142 requires the Company to cease amortizing goodwill that existed at June 30,
2001 for all periods after December 31. 200 l.and any goodwill resulting from acquisitions completed after June 30, 2001 will not be
amortized. SFAS No. 142 also establishes a new method of testing goodwill for impairment. The Company adopted the provisions of SFAS
No. 142 on January I, 2002, The Company’s goodwill and intan gibles were determined to be impaired prior to adoption of this standard and
were written down to zero {Note 10).

SFAS No. 143, “Accounting for Asset Retirement Obligations,” {“SFAS No. 143"} was issued in June 2001. SFAS No. 143 applies to legal
obligations associated with the retirement of certain tangible long-lived assets. This statement is effective for fiscal vears beginning after
Tune 15. 2002. Accordingly. the Company will adopt this statement on January [, 2003. The Company is currently assessing the impact of the
adoption of SFAS No. 143 on its consolidated financial statements.

In August 2001, the FASB issued SFAS No. 144, “Accounting for the Impairment or Disposal of Long-Lived Assets” (“SFAS No. L44m),
SFAS No. 144 is effective for the Company etfective Janiary |, 2002. SFAS No. [44 addresses financiai accounting and reporting for the
impairment or disposal of long-lived assets. It supersedes SFAS No. 121 and requires that discontinued operations be measured at the lower of
the carrying amount or fair value less cost to sell. The Company does not expect its adoption to have a material impact on the results of its
operations or financial position.

3. PROPERTY AND EQUIPMENT

Property and equipment consist of the following at December 31, 2000 and 2001:

2000 2001
System infrastructure $ 39,183,000 $ 6,702.000
System equipment 20,363,000 12,914,000
Computer and office equipment 11,503,000 2,287,000
Leasehold improvements 15.374.000 2,498.000
Undeployed equipment 26,682,000 2.789,000
. 113,105,000 27,190.000
Less accumulated depreciation and amortization (11.737,000) 0
$101.368.000 $27.190.000
ARSI R TR

As discussed in Note 10, the Company recorded certain impairment charges in 2000 and 2001 related to property and equipment, As a result of
these charges, property and equipment was recorded at their estimarted fair value ar December 31, 2001 and such amounts became their new
cost bases,

Undeployed equipment includes excess equipment that the Company utilizes in its network as necessary. Additionaily, the Company is actively
trying to sell such equipment in connection with its restructuring {Note [0).
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+. CAPITAL TRANSACTIONS
Stock Option Plans

In July 1997, the Company adopted the 1997 Managenient Option Plan tthe “1997 Option Plan™). The 1997 Option Plan provides for the
granting of either incentive stock options or nonqualified stock options to purchase shares of the Company’s common stock to officers,
directors. and key emplovees responsible for the direction and management of the Company. The options expire ten vears after the date of grant
and vest 20% upon the first anniversary of the date of grant and 5% cach subsequent quarter measured from the first anniversary of the date of

graqt.

On December 21, 1999, the Company’s board of directors adopted the 2000 Stock Option Plan (the “2000 Option Plan™), which was approved
subsequently by the stockholders on December 13, 1999. All officers, directors. and key persons are eligible to participate in the 2000 Option
Plan. subject to the discretion of a committee appointed by the board of directors. Under the 2000 Option Plan. the options expire ten vears
after the date of grant, and vest 25% upon the first anniversary of the date of grant, and 6.25% each subsequent quarter measured from the first
anniversary of the date of grant. The board of directors reserved a combined | 1.7 million shares for issuance under the 1997 Option Plan and
the 2000 Option Plan.

A summary of the activity related to the option plans is as follows for the vears ended December 31, 2000 and 2001:

Weighted
Weighted Average
Average Exercise
Shares Price
Balance at December 31, 1999 582.000 $16.40
Granted 313,200 94.20
Forfeited (97.400) 76.30
Exercised (30.3500) 8.40
Balance at December 31, 2000 767,300 41.30
Granted 191,157 11.32
Forfeited (572,073) 47.76
Balance at December 31 , 2001 386,384 $ 9.78
The following table summarizes information about the stock options outstanding at December 3 , 2001: ~
Number Weighted
ot Optiens Average Weighted Exercisable
Outstanding at Remaining Average as off
Exercise December 31, Contractuat Exercise December 31,
Price 2001 Life Price 2001
(In Years)

$130 s 170 29.775 9.8 $ 160 0

$2.70 w0 $ 3.00 11.200 9.6 2.76 0

$440 0 $ 5.00 20.850 9.4 470 0

$670 w0 $ 940 132.529 8.3 6.36 103.334

§10.70 w $12.30 192.030 8.1 12.07 78,688

386.384
AEREEImA

The Company recorded deferred compensation of approximately $2.3 million in 1998 and approximately $26.3 million in 1999, which
represents the difference between the exercise price per option and the fair value of the Company’s common stock at the dates of grant. All
options granted in 2000 and 2001 were made with exercise
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prices equal to the fair market value of the Company’s common stock at the grant dates. Deferred compensation is amortized over the vesting
period of the stock options. which is generally four or five years. In 2000 and 2001. the Company reversed approximately $5 million and
$11.3 million. respectively. of deferred compensation related to the forfeiture of unvested options. In 2000 and 2001, the Company also
reduced noncash compensation expense, which is recorded in sales and marketing and general and adminiswrative expenses in the
accompanying statements of operations. by approximately $339,000 and $165.000. respectively, as a result of these forfeitures. In connection
with the acquisition of the Company in February 2001 by U.S. Realtel, the Company’s option plans were terminated (Note [ 1).

Had compensation cost for the Company’s stock-based compensation plans been determined consistent with SFAS No. 123, the Company's net
loss would have been the pro forma amounts indicated below. The pro forma net loss is calculared using the Black-Scholes option pricing
model using the following assumptions: risk-free interest rates of 6.35% for 2000 and 3.59% for 2001: expected life of 3.5 vears for 2000 and
2001: dividend yield of 0%, expected volatility of 63% for 2000 and 50% for 2001, The weighted average fair value of options granted during
the years ended December 31, 2000 and 200 was 34.85 and $4.52 per option, respectively.

2000 2001
Net loss, as reported $(156.917.000) $(252,913,000)
Net loss, pro forma (158,436,000} (253,111,000)

Shareholder Rights Plan

In December 1999, the Company approved a stockholder ri ghts plan. Subject to certain limited exceptions. this plan entitled the stockholders to
rights to acquire additional shares of the Company’s common stack when a third party acquired 13% of the Company's common stock or
commenced or announced its intent to commence a tender offer for at least 15% of the Company’s common stock. This plan was amended in
January 2002 to allow for the acquisition of the Company if the Company’s board of directors approved the acquisition in advance. In January
2002, the Company s board approved the proposed merger with U.S. Realtel {Note L't} for all purposes under the stockholder rights plan, as
amended. As a result, stockholders acquired no additional rights under the stockhelder rights plan.

Employee Stack Purchase Plan

In December 1999. the hoard of directors and stockholders approved an employee stock purchase plan. Up to 90,000 shares of comimon stock
may be issued under this plan. Under this plan. eligible employees may contribute up to L0% of their compensation toward the purchase of the
Company’s common stock at a price that is the lesser of $5% of the closing price on either the first or last day of each offering period. During
2000. employess purchased approximately 6,000 shares under this plan at an average price of $26.90 per share. During 2001, employees
purchased approximately 6,000 shares under this plan at an average price of $0.43 per share. In July 2001. the employee stock purchase plan
was suspended.

Stock Option Repricing

On February 16, 2001. the Company’s beard of directors approved a plan to reprice certain existing stock options having an exercise price of
greater than $25.20 per share. Pursuant to the plan, options to purchase 156.679 shares of common stock. having an original weighted average
exercise price of $102.50 per share, were repriced to an exercise price of $12.80 per share. In addition, options to purchase 161,950 shares of
common stock held by certain executive officers of the Company, having an original weighted average exercise price of $50.10 per share. were
converted into (1) options to purchase 91,000 shares of vommon stock at $12.80 per share and (i) 49.670 shares of restricted common stock.
The Company recorded deferred compensation of $329.000 for the restricted stock, which is being amortized over the three-year vesting
period. The vesting schedules applicable to the employee stock options affected by this repricing and conversion did not chan ge. The Company
accounts for the repriced stock options under the variable accounting method. During 2001, Cypress Communications was not required to
record

tn
ca




Dare!” 7-APR-2003 17

PN: 059.00.00.00 © SN: 0
T

BOWNE INTEGRATED TYPESETTING SYSTEN Side: (BOAI BOWNE OF ATLAMTA . LPhune: (204"

Name: US REALTEL [INC [E /i O} N JB: GSl 578
. Doc: 1 Page: 59 ED

0:2000°" “Operator: BOA0104T

G813

B. DouName: [0KSB
prion: 10-KSB

Table of Contents

any incremental compensation expense related to the repriced options, as the fair value of the Company's common stock was below $12.80 per
share as of December 3 1. 2001.

Amendments to Certificate of Incorporation

In February 2000, the Company amended and restated its certificate of incorporation to. among other things, increase the total number of
authorized common stock and preferred stock to 15,000.000 and 2.100.000, respectively. The amendment designated 100.000 shares of the
preferred stock as Series Z Junior Participating Cumulative Preferred Stock.

In August 2001, the Company amended its second amended and restated certificate of incorporation,to combine and reclassify eacl ten shares
of existing common stock as one share of issued outstanding new common stock.

Stock Splits

In February 2000. a committee appointed by the Company s board of directors approved a 4.5-for- | stock split with respect to its outstanding
commeon stock. All shares of common stock and per-share amounts in the accompanying financial statements have been retroactively adjusted
to retlect this split.

In August 2001, the Company’s board of directors approved a I-for-10 reverse stock split with respect to its outstanding common stock. All
shares of common stock and per share amounts in the accompanying financial statements have been retro(actively adjusted to reflect this split.

Initial Public Offering

On February 15, 2000, the Company completed its initial public offering. The Company sold an aggregate of 1,150,000 shares of cornmon
stock (including 150.000 shares which were issued upon the exercise of the underwriters” over-allotment option) at a per share price of $170,
for an aggregate offering price of approximately $195.5 million. Alfter deducting offering expenses. the Company received approximately

lion in net proceeds from the initial public offering. Simuitaneous with the closing of the Company’s initial public offering, all
outstanding shares of the Company’s preferred stock automatically converted into 3,282,000 shares of common stock.

Executive Compensation

In May 2000, in connection with an executive compensation arrangement for the Company's new Chief Executive Officer (“CEQ"), the
Company issued the CEQ an option to acquire 100.000 shares of common stock with an exercise price of $60 per share, the fair market vajue
of the Company's common stock on the date of grant. These options vest 25% upon the first anniversary of the date of grant and 6.23% each
subsequent quarter measured from the first anniversary of the date of grant. Additionaily, in May 2000, the Company granted the new CEQ
50.000 shares of resiricted common stock, which vest five years from the grant date. In connection therewith, the Company recorded deferred
compensation expense of $3 million, which is being amortized over the five-vear vesting period. The Company also recorded charges of
approximately $1.4 million, included in general and administration expense, in May 2000 related to the recruitment of the new CEQ. This
charge included $215.000 for the estimated fair value of a warrant issued to an executive search firm that allows the holder to purchase 11,667

shares of the Company's commion stock at 3110 per share. This warrant expires on May 30, 2003,

Qn February 16, 2001, Cypress Communications granted 16,500 shares of restricted common stock under an executive compensation
agresment with its Chief Executive Officer and. in connection therewith, recorded deferred compensation expense of $175.000, which is being
amortized over the vesting period of approximately four years. According to the terms of the agreement. one-half of the shares would vest if
and when the Company s management established. and the Company's board of directors approved. a fully funded business plan. The vesting
of the remaining half of the shares will be accelerated if the Company’s closing sales price of common stock exceeds $60 dollars per share
adjusted for stock split. stock dividend. or recapitalization. On March 21, 200 L, one-half of the shares vested as a result of the Company s
board of director’s approval of the Company's fully funded business plan.
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For the vear ended December 31, 2001, the C ompany recorded amortization expense of $103,000 for these restricted shares.
3. ACQUISITIONS

In April 2000, the Company acquired all of the outstanding common stock of SiteConnect, a Seattle-based. in-building communications service
provider, in exchange for an aggregate of 63.563 shares of the Company’s common stock. The acquisition was accounted for as a purchase, and
accordingly, the results of operations of SiteConnect have been included since the date of acquisition in the accompanying statements of
operations. The allocation of the purchase price was as follows:

Current assets $ 491,000
Property and equipment 602,000

* Iniangible assets:
Real estate access rights 1,470,000
Customers 219,000
Goodwill 5,407.000
Current liabilities ) (280,000)
Total 7,909,000
TR A

The useful lives of the intangible assets acquired from SiteConnect are as follows:

Real estate access rights Ten years
Customers Three years
Goodwill Ten years

See Note 10 regarding impairment charges recorded in 2001 related to these intangible assets.
6. CYPRESS CANADA

In September 2000. Cypress Communications and e-ffinity properties. inc. formed C ypress Canada Communications Inc. “Cypress Canada’™)
to provide in-building communications services in Canada. Cypress Communications and e-tfinity owned 51% and 499%, respectively, of
Cypress Canada. Cypress Canada was originally capitalized with a total of $5 million in cash contributed by Cypress Communications and -
{finity based on each party’s respective ownership percentage.

In January 2001, Cypress Communications and e-ffinity agreed to cease the operations of C ypress Canada and for Cypress Communications to
return e-finity’s original investment in the joint venture. As a result of this agreement. Cypress Communications recorded an accrued liability
of $2.450,000 at December 31, 2000 for this expected payment and reflected 100% of the net.loss of Cypress Canada in the Company’s
statement of operations for the year ended December 31, 2000. In 2001. this liability was settled in cash for $2.333,000 reflecting current
exchange rates at that time.

7. REAL ESTATE ACCESS RIGHTS

In November and December 1999, the Company entered into master license agreements and stock warrant agreements with several property
owners and operators (the 1999 Warrant Program™). Under the terms of these agreements. the Company agreed to issue warrants to purchase
up  an aggregate of approximately 1.1 million shares of the Company’s commen stock at a price of $40.22 per share. These warrants are
exercisable for periods of five to ten vears. The number of \warrants eamed was based on the gross leasable area of the buildings subject to the
master license agreements. Upon the completion of a due-diligence period and the finalization of the building schedules in the master license
agreements, the final number of warrants earned was determined and the warrants were nonforfeitable. As such, in accordance with Emerging
Tssues Task Force Issue 96-18, the Company recorded the fair value of these warrants as an intangible asset, real estate access rights, which is
being amortized on a straight-line basis over the terms of the related license agreements. which are generally ten years. As of
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December 31, 1999, the Company had recorded approximately $23.4 million for the fair value of warrants earged through December 31, 1999,
During 2000, the Company recorded an additional $163.4 million for the fair value of all remaining warrants earned under the 1999 Warrant
Program.

In 2000, the Company entered into additional master license agreements and stock warrant agreements with certain property owners or
operators (the 2000 Warrant Program™). During the three months ended June 30, 2000, the Company entered into agreements with four
property owners and operators. Under the terms of these agreements, the Company agreed to issue warrants to purchase up to an aggregate of
64.209 shares of the Company's common stock at a weighted average exercise price of $111.10 per share. During the three months ended
September 30, 2000, the Company entered into agreements with two property owners and operators. Under the terms of these agreements, the
Company agreed to issue warrants to purchase up to an aggregute of 23,681 shares of the Company s common stock at a weighted average
exercise price of $48.10 per share. The warrants under the 2000 Warrant Program are exercisable for a period of ten years. The exact number of
shares of common stock underiving the warrants, which is based on the gross leasable area of the buildings set forth in the master license
agreements, was determined upon the completion of a due-diligence period and the finalization of the building schedules, Warrants earned
under the 2000 Warrant Program are torfeitable until a specific communications license agreement (“CLA™) is signed for a particular building,
As such. in accordance with EITF 96-18, the measurement date for valuing the warrants is the dates upon which the property owners and
operators enter into a CLA with the Company. Upon signing a CLA, the fair value of the warrants attributable to such CLA is recorded as real
estate aceess rights and is amortized over the terms of the related CLA, which is expected to be ten years. Through December 31, 2000,
approximately $1 million has been recorded related to 36,606 warrants earned under the 2000 Warrant Program. No additional warrants were
issued in 2001,

As of December 31, 2000, property owners had voluntarily returned warrants to purchase 19,274 shares of our common stock that were
atributable to buildings that such awners failed to deliver in accordance with their master license agreements. The weighted average price of
such returned warrants was $152.10 per share. The Company reduced its recorded real estate access rights by $2.9 million to reflect the
returned warrants.

In December 2000 and during the year ended 2001, the Cempany recorded impairment charges in accordance with SFAS No. 121 of
$47.7 miilion and $109.4 million. respectively, to write-off the value of real estate access rights (Note 10).

8. COMMITMENTS AND CONTINGENCIES
Leases

The Company is obligated under several operating and capital lease agreements, primarily for office space and equipment. Future annual
minimum rental payments under these leases as of December 31, 2001 are as follows:

Operating Capital

2002 3,007,000 $ 516.000
2003 3.124.000 327.000
2004 3.224,000 25.000
2005 2,836,000 16,000
2006 1.662.000 0
Thereatter 903.000 ]
Total 14,756,000 384.000
Leess amount representing interest and taxes 103.000
Present value of future minimum capital lease payments 781,000
Less current portion (446.,000)
Long-term portion $ 335.000
- SREERESRNEIY

Minimum commitments under operating leases above are net of cash due to the Company under subleases of $1.023.000, $ 772.000. 8521 000,
$438,000, $38.000, and $5.000 for 2002, 2003, 2004. 2005, 2006. and thereafter,

6l
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respectively. Rental expense was $4.087.000 and $3,782.000 for the years ended December 3 1, 2000 and 2001, respectively.
Obligations Under License Agreements

The Company has entered into license agreements with property owners and/or operators of several office buildings whereby the Company has
the right to provide communications services in these buildings. Under the terms of the agreements, the Company is generaily obligated to pay
a commission based on the greater of a base fee or a percentage of revenue earned in the refated building or development. At December 3 I
2001, the Company’s dggregate minimum obligation under these agreements were as follows:

2002 $1.169,000
2003 [.164,000
2004 1,147,000
2003 539.000
2006 316,000
Thereafter 862,000

$5,197,000

The commitments above exclude an estimated total of $2.+4 million of potential obligations under license agreements in buildings in which the
Company's communications network has not been constructed. In the opinion of management, such amounts will not be owed as the Company
is not providing services in those buildings.

Obligations Under C ommunications Service Agreements

At December 31, 2001, the Company had contracts with several communications providers with minimum purchase obligations for leased
voice and dara transport, equipment collocation, and other services. As of December 31,2001, approximate future minimum purchase
commitments under these agreements were as follows:

2002 $2,109,000
2003 340.000
2004 : 213,000
2005 86.000
2006 4,000
Thereafter 9.000
$2.761,000

T T

The above amounts do not include minimum commitments with severa| communications providers for leased circuits that the Company is
actively negotiating to terminate in connection with its restructuring (Note 10). The Company has accrued at December 31, 2001 approximately

$3.1 million which represents management’s estimate of potential amounts due under these agreements. However. the actual amounts due upon
termination of these commitments may differ significantly from this amount.

Emplovee Benefit Plan

In 1997, the Company adopted a 401(k) defined contribution plan. Participants may elect to defer 15% of compensation up to a4 maximum
amount determined annually pursuant to Tnternal Revenue Service reguiations. The Company may provide martching contributions under this
plan but has not done so in the periods presented.

Emplovment and Severance Agreements

The Company had an employment. agreement with its former CEQ that provided for 3everance compensation in the event 1 change in control
terminates the CEQ’s employment within 24 months of such change in control. The agreement provided for a lump-sum severance payment of
six times the executive’s base salary and three timés the value of any savings and retirement benefits. weifare, and tringe benetits provided to
the CEO during the | 2-month
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period prior to termination. In December 2001, this employment dgreement was terminated. and the Company and the CEQ entered into a new
severance agreement. Under this agreement. the CEO continued to receive his base salary. Additionally, under certain conditions. the CEQ was
eligible for a separation payment of 5400.000. In February 2002. the Company was acquired by U.S. Realtel (Note [ 1), and the CEO received
this payment in accordance with the terms of this agreement.

Tn December 2001, the Company entered into severance arrangements with two officers of the Company. Under these arrangements, these
ofticers earned severance payments totaling $360.000. Prior to December 31. 2001, $45.000 of such payments were made. and $313.000 was
recorded in accrued expenses in the accompanying balance sheet at December 31. 2001. Such amounts were paid subsequent to December 3 i,
2001. See Note 11 for further discussion of severance arrangements paid in connection with the acquisition of the Company by U.S. Realtel.

Legal Proceedings

The Company is subject to legal proceedings and claims. including employment and other matters that arise in the ordinary courss of husiness,
There are no pending legal proceedings to which the Company is a party that management believes will have a material adverse etfecton the
financial position, results of operations, or cash flows of the Company.

9. INCOME TAXES

The income tax effects of temporary differences hetween the carrving amounts of assets and liabilities in the financial statements and their

respective income tax bases, which give rise to deferred tax assers and liabilities, are as tollows as of December 31, 2000 and 2001:

/

2000 2001
Deferred income tax assets:

Net operating loss carrvforwards $ 41,217,000 $ 125,023,000
Allowance for doubtful accounts 183,000 162,000
Property and equipment 0 4497.000
Accrued expenses 6.367.000 2.051.000
Real estate access rights 18,383,000 © 31.883,000
Other 250,000 0
Toral deferred income tax assets 66,800,000 . 163,618,000

Deferred income tax liabilities: .
Property and equipment (1.625,000) 0
Valuation allowance (63,175,000) (163.618,000)
B — B T
Net deferred income taxes $ 0 5 0
s e HESERSETRES

The Company has provided a valuation allowance against its net deferred tax assets, The Company has estimated net operating loss
carryforwards of approximately $328 million. The net operating loss carryforwards begin to expire in the vear 2017 if not previously utilized.
Additionally, use of the Company's net operating losses is limited due to certain ownership changes as defined in Section 382 of the Internal
Revenue Code. Utilization of existing net operating [oss carryforwards may be further limited in future years if significant ownership changes
Qceur.
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The components of the provision for income taxes for the vears ended December 31, 2000 and 2001 are as follows:

2006 2001

Current b 0 $ 0
Deferred (58,798.000) (98,443 000)
Increase in valuation allowance 38,798,000 98,443,000

s oot s

Total income tax benefit

The differences between the federal statutory income tax rate and the Company”s effective rate for the years ended December 31, 2000 and
2001 are as tollows:

2000 2001
Federal statutory rate (34)% (34)%%
State income taxes, net of federal benefit ) (3) (5)
Permanent differences 1 V]
Increase in valuation allowance 38 39
Effective rate 0% 0%
s 4 ety

10. RESTRUCTURING AND IMPAIRMENT CHARGES

In December 2000, the Company’s board of directors approved a revised business strategy that included several initiatives that were designied
to extend the Company s need for additional funding into the second quarter of 2002. The revised strategy included the Company’s exit from
several markets, as well as cost reductions through em ployee reductions and other measures. This strategy would focus the Company’s retai]
operations in |3 markets including Atlanta, Baston, Chicago, Dallas, Denver, Houston, New Orleans, Phoenix, San Franeisco, Seattle,
Southern Califomia (Los Angeles and Orange County), South Florida. and Washington D.C. The Company had originally targeted 28
metropolitan retail markets. The Company also decided to implement wholesale operations in all 28 markets where it had constructed in-
building networks whereby the Company would sell aceess to its in-building networks to other communications providers. In December 2000.
the Company recorded restructuring and impairment charges totaling $64.7 million as a result of this revised business plan.

In March 2001, the Company continued to revise its strategy and adopted a plan to further reduce its retail efforts to operate in seven major
metropolitan markets including Atlanta, Boston, Chicago, Dallas. Houstan, Southern California (Los Angeles and Orange County), and Seattle.
During 2001, the Company also adopted plans to exit service in 30 buildings in markers in which it was continuing retail operations, as wel] as
adopted plans to rationalize its network capacity. As part of its restructurings in 2001, the Company reduced its workforce by approximately

400 employees. In connection with these further changes in business strategy, the Company recorded additional festructuring and impairment
charges in 2001 as discussed further below. :

A detail of the restructuring and impairment charges that the Company recorded in December 2000 related to its restructuring plans and asser
impairments are us follows:

Impaired real estate access rights 547,650,000
Impaired property and equipment 9,572,000
Circuit termination charges 5,104,000
Office space leases 2,056,000
Severance benefits and other 364,000
Tortal $64.746,000
ARSI R
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A detail of the restructuring and impairment charges that the Company recorded during the year ended December 3 1, 2001 related to its
restructuring plans and asset impairments are as follows:

Impaired real estate access rights : $109.398,000
Impaired property and equipment 39,987,000
Impaired goodwill and other intangibles 3,847,000
Circuit termination charges (1,351.000)
Office space leases 3,008,000
Severance benefits and other 2.690.000
Total $181,579,000
,.‘ezz:&:—.mﬁia.‘;:é‘.ma

Impairment charges recorded in accordance with SFAS No. 121 include the write off the net book value of real estate access rights related to
the buildings in which the Company has suspended retil services, The Company also recorded impairment charges related to (i) property and
equipment that the Company has not placed in service, no longer plans o use. and expects to sell at a discount from its net book value and

(ii) property and equipment deployed in buildings in which the Company does not plan to provide retail services and that the Company believes
has no salvage value or a value less than its carrving value. Property and equipment expected to be sold was written down to its estimated Fair
value based upon third-party quotes to purchase such property and equipment and based on amounts received upon the actual sale of excess
equipment. Additionally, as discussed further below, at December 31, 2001, the Company recorded an additional impairment charge to write-
off the remaining net book value of real estate access rights and other intangibles, and to record its property and equipment at estimated fair
value at December 31, 2001, in accordance with the provisions of SFAS No. 12].

Restructuring charges include the Company’s estimate of casts it may incur to terminate contracts it has with communications service providers
to purchase circuits and connectivity, as well as charges for otfice space lease commitments in markets where the Company has exited or

reduced retail operations, et of an estimate tor sublease rentals. The restructuring charge also includes severance benefits for terminated
employees. Restructuring costs were accrued in accordance with EITF 94-3,

In the December 2000 restructuring charge, the Company recorded a $2.1 million accrual for office space lease commitments in markets ig
which the Company suspended retail services, net of estimated sublease revenues. This accrual was based upon Company estimates that were
considered most likely ar the time. Durin £ 2001, the Company revised this estimate based on changes in expected sublease revenues and lease
termination charges. Additionally, the Company recorded additional restructuring charges for excess office space, net of estimated sublease
revenues, based on its 2001 restructuring plans. The tota] restructuring charges recorded in 2001 related to excess office space, including the
revision of prior estimates, was $5,008,000. .

In December 2000, the Company recorded a charge of $9.6 million related to broperty and equipment impaired as described above. n 2001, the
Company recorded $30.4 million of charges for additional property and equipment impaired as a result of the Company's revised business
plans, including amounts recorded to relect the revision to the salvage value of certain previously expensed equipment. A portion of the 2001
property and equipment impairment charge relates to the $14 million write off of the net book value of a new billing, customer service, and
provisioning system that the Company ceased development and implementation of in the third quarter of 2001,

The Company accrued approximately $5.1 million at December 3 1. 2000 for estimated costs to terminate excess circuit and connectivity
contracts. During 2001, the Company recorded additional restructuring charges related to the estimated COsts to terminate additionally
identified excess circuit and connectivity contracts as a result of further reductions in markets and buildings served. The Company revised its
original estimates for such costs based on actual invoices received and as a result recorded a net credit to restructurin g charges of $1,351,000
for the year ended December 31, 2001, See Note 8 for additional discussion related to these commitments,

The Company’s prospects and operations continued to decline through December 31. 2001, therefore the Company completed an impairment
analysis in accordance with SFAS No. L21. Based on the results of thig analysis. the Company determined that additional impairments existed
at December 31, 2001, Asa result, at December 31, 2001. the Company recorded additional impairment charges of $81.8 million 1o write-off
the remaiging book value of real




BOWNE INTEGRATED TYPESETTING SYSTEM ' Sité B0\ BOWNE OF ATLANTA, 7770 o bn N 250300 '”oée'a:?,r:"!’aij?\jbx':.»;\'r"‘""ime}”?-@\m:( 3
Name: US REALTEL (NG [E/C] e JB: G178 PN: 066.00:00.00 SN: 0° a4
i B o5 oo e WHOL i T T

Descrption: (0-KSB o e

Table of Contents

estate access rights. an impairment charge of $3.9 million to write-off the remaining hook value of goodwill and other intangibles, as well as a
charge of $29.6 million to reduce property and equipment to its estimared fair market value. The Company estimated the fair value of its
property and equipment based on an analysis that considered current market prices for such equipment and its expected usage of such property
and equipment.

Impaired real estate access rights. goodwill and other intangibles, and property and equipment charges are noncash charges. Circuit termination
charges. office space leases, and severance benefits are charges expected to be paid in cash. Restructuring charges were accrued as follows:

2000 2001 Total
Circuit termination charges $5,104.,000 $(1.351.000) $ 3.733,000
Office space leases 2,036.000 5,008,000 7.064.000
Severance and other 364,000 860,000 224,000
Total $7.524.000 $ 4,517,000 $12.041,000
PSR AR Re el e ] RATREAATE

Cash payments related to these accruals are as tollows:
Total
2000 2001 Amount

Circuit termination charges $ 0 $ 669.000 $ 669.000
Office space leases 0 4,900,000 4,900,000
Severance and other 257,000 955,000 1.212.000
Tota] $257,000 $6.524,000 $6.781.000
= Rttt S Y
Net accrual at December 31, 2001 $5.260,000
N : e

LI, SUBSEQUENT EVENTS
Acquisition of the Company

In January 2002, the Company entered into a definitive agreement providing for the sale of the Company to U.S. RealTel. Pursuant to the
agreement, U.S. RealTel initiated a tender offer for all the outstanding shares of common stock of the Company, including the associated ri ghts
to purchase preferred stock, at $3.50 per share net to the seller, in cash. The transaction, which was subject to 90% of the shares outsianding
being tendered and not withdrawn, as well as other customary and legal closing conditions, was completed on February 25. 2002 with
approximately 94% of the shares tendered for cash payments of approximately $15 million. The acquisition of the remaining shares was
completed immediately after the closing of the tender through the short-form merger of a wholly owned subsidiary of U.S. RealTel with and
into the Company, with C ypress Communications surviving as a wholly owned subsidiary of U.S. RealTel.

,
The merger agreement provided that at the date of closing, each then-outstanding option to purchase shares of Cypress Communications
common stock under any option plan, program or arrangement of Cypress Communications ( “Option™), whether or not such Qption is then
exercisable or vested, was converted into an obligation of Cypress Communications to pay to the option holder a cash amount equal to the
product of () the excess, if any, of the offer price over the applicable per share exercise price of such Option and (ii} the number of shares
subject to such Option.
All warrants and other equity interests of the Company, other than the Options discussed above, the outstanding warrants held by property
owners and operations (Note 7) and the warrant issued in connection with the hiring of the Company ‘s former CEQ (Note <), were canceled as
of the closing date. Each restricted stock award of Cypress Communications was, immediately prior to the inital expiration. date of the offer,
vested to permit the holders of such restricted stock awards to tender the shares in the tender offer.
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In connection with the merger and resulting change of control. the Company paid out severance of $400.000 ta the Company’s former CEOQ
under a severance and separation arrangements that existed at December 31. 2001 (Note 8). Additionally, in February 2002 the Company
entered into severance arrangements with certain other officers and employees of the Company. Under these arran gements, the Company paid
out severance of approximarely $400,000 upon the change of control resulting trom the acquisition of the Company by U.S. Realtel.

U.S. Reaite] Liquidity Issues

In March 2002, U.S. Realte! decided to discontinue its operations in Latin America, which represented the majority of its consolidated revenues
for the year ended December 31, 2001 and U.S. Realtel continues t have cumulative losses since inception and negative cash flows trom
operations. U.S. Realtel's Latin America assets are currently held for disposition or in the process of liquidation. Tn 2001. operating costs
associated with U.S. Realtel’s efforts to develop its markets in Argentina and Brazil. its corporate burn rate. which included existing
commitments entered inte prior to the sale of the certain old North American operations. and a declining economy in Argentina, all negatively
affected its cash position during 2001, Disposition of its international operations and its efforts to develop its telecommunications services
business may continue to impact U.S. Realtel's cash position and may cause a further decrease in U.S. Realtel’s cash position during 2002,

U.S. Realtel’s management believes that the acquisition of Cypress Communications and its plans to improve Cypress Communication’s
operations will ultimately result in additional positive cash flows for U.S. Realtel. Additionally, U.S. Realtel is pursuing other potential
acquisitions, which could provide additional cash flows. as well as various sources of debe and/or equity financing ta support such acquisitions
and to fund its working capital requirements. There can be no assurance as to when, or if at all. U.S. Realtel will he able to affect such
transactions or improvements in operations and, even if affected, whether such plans will allow it to achieve its business and liquidity
objectives.

Employment Agreements

In February 2002. Cypress entered into one-year employment agreements, to continue year to year unless terminated sooner, with Charles B.
McNamee and Gregory P. McGraw. Pursuant to the emplovment agreement. Mr. McNamee will serve as Chief Executive Officer of Cypress
Communications and will receive an annualized salary of $200.000, in addition to options to purchase 900,000 shares of U.S. Realtel’s
common stock. Pursuant (o the employment agreement, Mr. McGraw will serve as President and Chief Operating Officer of Cypress
Communicarions and wiil receive an annualized salary of $200,000, in addition to options to purchase 900,000 shares of U.S. Reaitel"s
common stock. Under these employment agreements. Mr. McNamee and Mr. McGraw will also be eligible for certain bonuses.
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Independent Auditors’ Report

Cypress Communications, Inc.

We have audited the accompanying consolidated statements of operations, changes in stockholders’ equity and cash Hows of Cypress
Communications, Inc. and subsidiartes for the one-month period from January 1, 2002 to J anuary 31, 2002. These consolidated financial
statements are the responsibiiity of the Company ‘s management. Our responsibility is to express an vpinion on these consolidated financial
statements based on our audit,

We conducted our audit in accordance with auditing standards generally accepted in the United States of America. Those standards require that
we plan and perform the audit to obtain reasonable assurance about whether the consolidated financial statements are free of materiaf
misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the consolidated financial
statements. An audit also includes assessing the accounting principles used and significant estimates made by management. as well s
evatuating the overall financial statement presentation. We believe that our audit provides a reasonable basis [or our opinion,

In our opinion. the consolidated financial statements referred to above present fairly, in all material respects, the results of its operations and
cash tlows for the one-month period from January 1, 2002 to January 31. 2002, in conformity with accounting principles generaily accepted in
the United States of America. .

/s/ Deloitte & Touche, LLP

Atlanta, Georgia
April 1, 2003
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CYPRESS COMMUNICATIONS, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENT OF OPERATIONS

FOR THE ONE-MONTH PERIOD FROM JANUARY [, 2002 TO JANUARY 31, 2002

REVENUES $ 1,565,000
DIRECT COSTS g 1,318,000
REVENUES - NET OF DIRECT COSTS 247.000
OPERATING EXPENSES -
Sales und Marketing 270.000
General and administrative 7,770,000
TOTAL OPERATING EXPENSES 8,020,000
Loss from continuing operations 7.773,000)
OTHER INCOME (EXPENSE)
Interest income 85,000
Interest expense (17.000)
TOTAL OTHER INCOME (EXPENSE) — NET 68,000
Loss before income taxes ' (7,705,000)
Income tax —
Net Loss $(7,705,000)

SEE ACCOMPANYING NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
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CYPRESS COMMUNICATIONS, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENT OF STOCKHOLDERS" EQUITY

FOR THE ONE-MONTH PERIOD FROM JANUARY (, 2002 TO JANUARY 31, 2002

Commion Stock Additionaf Other
T ettt Paid-In Deferred Comprehensive Accumnulated Steckhalders'  Comprehensive
Shares Amount Capital Compensation Income (Loss) Deficit Equity Loss
BALANCE, January {, 2002 4.926,000 $6,000 $569.827.000 $6,312.000)  $(47,000) $(508,739,000) $54,735,000 S —
Write-off of deferred
compensation — — —  6.312,000 — —  6.312,000 —
Unrealized loss on short-term
nvestments —_ — — —_— (31,000 — (31,000) 1,000)
Net loss

_— _ (7,703,000) (7,705 ,000) (7, /OD OOO)

$(7‘736.000)

N

Comprehensive loss

BALANCE, January 31,2002 4,926.000 $6.000 $369.327.000 §

—  $(78.000) $(516,444,000) $54,735,000

SEE ACCOMPANYING NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
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CYPRESS COMMUNICATIONS, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENT OF CASH FLOWS
FOR THE ONE-MONTH PERIOD FROM JANUARY £, 2002 TO JANUARY 31, 2002

CASH FLOWS FROM OPERATING ACTIVITIES:

Net loss $(7,703,000)
Adjustments to reconcile net loss to net cash used in operating activities:
Depreciation and amortization 321.000
Write-off of deferred compensation 6,312,000
Bad debt expense 8.000
Other non cash item (31,000}
Changes in operating assets and liabilities:
Accounts receivable. net (89.000)
Prepaid expenses and other current assets (831,000
Other assets 780,000
Accounts payable and accrued expenses (908.000)
Deferred revenues 282,000
Net cash used in operating activities ' (1,855,000)
CASH FLOWS FROM INVESTING ACTIVITIES:
Sale of property and equipment 8.000
Net cash provided by investing activities 8,000

CASH FLOWS FROM FINANCING ACTIVITIES:
Principal payments on capital lease obligations -

Net cash used in financing activities —_
DECREASE IN CASH AND CASH EQUIVALENTS ) (1,847,000)
CASH AND CASH EQUIVALENTS, BEGINNING OF MONTH 33,757,000
CASH AND CASH EQUIVALENTS, END OF MONTH $33,910,000

MWWJ

SUPPLEMENTAL DISCLOSURES OF CASH FLOW INFORMATION:
Cash paid for interast $  17.000
P tute e

SEE ACCOMPANYING NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
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CYPRESS COMMUNICATIONS, INC. AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEM ENTS

FOR THE ONE-MONTH PERIOD FROM JANUARY 1, 2002 TO JANUARY 31, 2002

L. ORGANIZATION AND NATURE OF BUSINESS

Cypress Conumunications, Inc. and its subsidiaries (“Cypress Communications™ or the “Company™ provide a full range of communications
services to businesses in multi-tenant office buildings located in select major metropolitan markets within the United States. In February 2002.
the Company was acquired by U.S, Realtel. Inc. (*U.S. Reaitel™). The Company’s communications services include high speed Internet access

and data services, local and long-distance voice services,

feature-rich digital telephone systems. digital satellite business television. voicerail,

e-mail, web site hosting. security/monitoring services, and other advanced communications services. The Company delivers these services over
state-of-the-art fiber optic, digital. and broadband networks that Cypress Communications designs. wonstructs, owns. and operates inside large-

and medium-sized office buildings.

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

BASIS OF PRESENTATION

The accompanying financial statements are presented
the United States.

PRINCIPLES OF CONSOLIDATION

on the accrual basis of accounting using accounting principles generally accepted in

\

The consolidated financial statements include the accounts of the Company and its subsidiaries, all of which are wholly owned. All

significant intercompany transactions and balances have
ACCOUNTING ESTIMATES

The preparation of financial statements in contormity

been eliminated in consolidation.

with accounting principles generally accepted in the United States requires

management to make estimates and assumptions that affect the reported amounts of assets and liabilities and disclosure of contingent assets and
liabilities at the dates of the financial statements and the reported amounts of revenues and expenses during the reporting periods. Actual
amounts could differ from these estimates, and such differences could be material.

REVENUE RECOGNITION

The Company’s revenues include recurring charges for local access. long-distance, equipment rental, Internet access. digital satellite
business television. voicemail, inbound 800, and other enhanced voice and data services. which are reco gnized as services are provided.
Revenues also include nonrecurring charges for installations und moves, adds, and changes. Installation fees represent the initial cost charged

by Cypress Communications for instatling voice phone i

nes, Jata lines, and Business TV in the tenant's premises. Move. add. and change

("MAC™ charges are for the Company's labor and materials related to inovin g, adding, or changing a customer’s services. Installation and
certain MAC charges are recognized when the services are provided as they represent separate eamings process. Other MAC charges. which
are not separate earnings process, are generally deferred and amortized over 24 months.

CASH AND CASH EQUIVALENTS

The Company considers all highly liquid instruments with an original maturity of three months or less to be cash equivalents.

PROPERTY AND EQUIPMENT

Depreciation is computed using the straight-line method over the estimated useful lives of the assets (generally three to seven years).
Leasehold improvemens are depreciated over the lesser of the average lease term (or the term of the related license agreement) or the assets®
userul lives. Depreciation expense was $321.000 for the one-month period ended January 3t 2002, Maintenance and repairs are charged to

expense as incurred. Gains or losses on disposal of prope
DEFERRED COMPENSATION

Dreferred compensation has been expensed in the one-

rty and equipment are recognized in operations in the year of disposition.

month period ended January 31, 2002 due to the acceleration of vesting provision of

the underlying equity instrument in connection with the acquistiion by U.S. ReaiTel, Inc. (note 5.
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SEGMENT REPORTING

The Company provides an integrated package of communication products to small- and medium-sized businesses and manages its business
on an integrated hasis.

RECENT ACCOUNTING PRONOUNCEMENTS

In April 2002. the FASB issued SFAS 145, Rescission of FASB Statements SFAS 4, 44 and 64, Amendment of FASB Statement No. [3 and
Technical correcrions. This Statement rescinded Statement No. -+, Reporting Gains and Losses from Extinguishments of Debt, and an
amendment of that Statement, FASB Statement No. 64, Extinguishments of Debt Made to Satisty Sinking-Fund Requirements. This Statement
also rescinded FASB Statement No. 44, Accounting for Intangible Assets of Motor Carriers. This Statement amended FASB Statement No. 13,
Accounting for Leases. to eliminate an inconsistency between the required accounting for sale-leaseback transactions and the required
accounung for certain lease modifications that have economic effects that are similar to sale-leaseback transactions. This Statement aiso
amended other existing authoritative pronouncements to make various technical corrections, clarify meanings, or describe their applicability
under changed conditions. The provision of this Statement refated to the rescission of Statement No. 4 must be applied in fiscal year beginning
atter May 15, 2002. The provisions of this Statement related to Statement 13 will be applicable for transactions oceurring atter May 13, 2002.
Early application of the provisions of this Statement is encouraged. The Company does not expect the adoption of SFAS 145 will have a
significant impact on its consolidated results of operations. financial position or cash flows.

In June 2002. the FASB issued SFAS No. 146. Accounting for Costs Associated with Exit or Disposal Activities. SFAS Na. 146 requires the
recording of costs associated with exit or disposal activities at their fair values when a liability has been incurred. Under previous guidance,
certain exit costs were accrued upon management’s commitment to an exit plan. which is generally before an actual liability has been incurred.
SFAS No. 146 is to be applied prospectively to exit or disposal activities initiated after December 31, 2002. The Company does not expect the
adoption of SFAS 146 will have a significant impact on its consolidated results of operations, financial position or cash tlows.

In November 2002, the FASB issued Interpretation (FIN) No. 45, Guarantor's Accounting and Disclosure Reguirements for Guarantors.
Including (ndirect Guaranrees of Indebredness of Orhers. FIN No. 45 requires that upon issuance of a guarantee, the guarantor must recognize
a liability for the fair value of the obligation it assumes under the guarantee. Guarantors will also be required to meet expanded disclosure
obligations. The initial recognition and measurement provisions of FIN No. 45 are effective for guarantees issued or modified after
December 31. 2002. The disclosure requirements are effective for annual and intertm financial statements that end after December 15.2002.
The Company does not believe the adoption of FIN 45 will have a material impact on its consolidated financial statements.

3. COMMITMENTS AND CONTINGENCIES
LEASES

The Company is obligated under several operating and capital lease agreements, primarily for office space and equipment. Future annual
minimum rental payments assumed on December 31 year-end under these leases as of January 31, 2002 are as follows:

Operating Capital

2002 2,756,000 3§ 473.000
2003 3,124,000 327.000
2004 3,224,000 25,000
2005 2.836,000 16,000
2006 1,662.000 0
Thereafter 503,000 0
Total 14,505,000 841.000
Less amount representing interest and taxes 97.000
Present value of future minimum capital lease payments 744.000
Less current portion (409,000)
Long-term portion 335,000
AEESRRESS

Minimum commitments under operating leases above are net of cash due to the Company under subleases of $1.023.000. $ 772.000, $52 1000,
$438.000. $38.000. and $5.000 for 2002, 2003, 2004. 2005, 2006. and thereafter. respectively. Rental expense was §.0Q0 for the one month
period ended January 31, 2002.

Obligaticns Under License Agreements

The Company has entered into license agreements with property owners and/or operators of several office buildings whereby the Company has
the right to provide communications services in these huildings. Under the terms of the dgreements. the Company is generally obligated to nay
A eommission based on the vrearer of a hase fee or 1 percentage of revenye varned in the reiated butlding or deveiopment. At Janus ry L2008
the Company’s aggregate minimum obligation under these agreements, assuming a Decernber 31 vear-end. were 15 joilows:

2002 : 51,072,000
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2003 1.164.000
2004 1.147.000
2003 ©539.000
2006 316,000
Thereatter 862.000
$5.100,000

S e

The commitments above exciude an estimated total of $2.4 million of potential obligations under license agreements in buildings in which the
Company's communications network has not been constructed. In the opinion of management, such amounts will not be owed 1s the Company

is not providing services in those buildings.
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OBLIGATIONS UNDER COMMUNICATIONS SERVICE AGREEMENTS
At January 31, 2002, the Company had contracts with several communications providers with minimum purchase obligations for leased voice

and data transport, equipment collocation, and other services. As of January 31, 2001, approximate future minimum purchase commitments.
assuming a December 31 year-end, under these agreements were as follows:

2002 $1,933,000
2003 309,000
2004 ’ 189,000
2005 66.000
2006 4,000
Therealter 9.000

$2,510.000
[T

LEGAL PROCEEDINGS

The Company is subject to legal proceedings and claims. including employment and other matters that arise in the ordinary course of business.
There are no pending legal proceedings to which the Company is a party that management believes will have a material adverse effect on the
financial position, results of operations, or cash flows of the Company.

4. INCOME TAXES

The Company has estimated net operating loss carryforwards of approximately $222 million. The net operating loss carrytorwards begin to
expire in the year 2017 if not previously utilized. Additionally, use of the Company’s net operating losses is limited due to certain ownership
changes as defined in Section 382 of the Internal Revenue Code. Utilization of existing net operating loss carryforward may be further limited
in future years as a result of the purchase by U.S. Realtel (Note 3).
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5. SUBSEQUENT EVENTS
ACQUIS ITION OF THE COMPANY

In January 2002. the Company entered into a definitive agreement providing for the sale of the Company to U.S. RealTel. Pursuant to the
agreement, U.S. RealTel initiated a tender offer for al] the outstanding shares of common stock of the Company, including the associated rights
to purchase preferred stock. at $3.30 per share net to the seller. in cash. The transaction. which was subject to 90% of the shares outstanding
being tendered and not withdrawn. as well as other customary and legal closing conditions, was completed on February 25, 2002 with
approximately 94% of the shares tendered for cash payments of approximately $15 million. The acquisition of the remaining shares was
completed iinmediately after the closing of the tender through the short-form merger of a wholly owned subsidiary of U.S. RealTel with and
into the Company, with Cypress Communications surviving as a wholly owned subsidiary of U.S. RealTel.

The merger agreement provided that at the date of closing, each then-outstanding option to purchase shares of Cypress Communications
common stock under any option plan, program or arrangement of Cypress Communications (“Option™), whether or not such Option is then
exercisable or vested. was converted into an obligation of Cypress Communications to pay to the option holder a cash amount equal to the
product of (i) the excess, if any, of the offer price over the applicable per share exercise price of such Option and (ii) the number of shares
subject to such Option.

In connection with the merger and resulting change of conirol, the Company paid out severance of $400,000 to the Company’s former CEQ
under a severance and separation arrangements that existed at December 31,2001. Additionally, in February 2002, the Company entered into
severance arrangements with certain other officers and employees of the Company. Under these arrangements, the Company paid out severance
of approximately $400,000 upon the change of control resulting from the acquisition of the Company by U.S. Realtel.
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[TEM 8. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING AND FINANCIAL DISCLOSURE

On September 25. 2002. the Company dismissed its independent auditors, BDO Seidman. LLP. This action was recommended by the Audit
Committes of the Company and approved by the Company’s Board of Directors. U.S. RealTel filed 2 Form $-K with the Commission reporting
the dismissal on September 30, 2002.

On November 4. 2002 the Company engaged Deloitte & Touche LLP as its independent auditors for the fiscal vear ending December 31.

2002. The engagement of Deloitte & Touche LLP was approved by the Audit Committee of the Company. U.S. RealTel filed a Form 3-K with
the Commission reporting the engagement of Deloitte & Touche LLP on November 6,2002.

PARTIII

ITEM 9. DIRECTORS, EXECUTIVE OFFICERS, PROMOTERS AND CONTROL PERSONS: COMPLIANCE WITH SECTION [6(A) OF
THE EXCHANGE ACT

Executive Officers and Directors

The following table and brief biographies set forth certain information with respect to the age and background of our executive officers and
directors:

Name Age Position

harfes B. McNamee 55 Chief Executive Otficer & Director

Gregory P. McGraw 48 President, Chief Qperating Officer,
Chief Financial Officer & Secretary

Salvatore “Sam” Collura 49 Executive Vice President
Edgardo Vargas 34 Senior Vice President and Treasurer
Ross J. Mangano 56 Chairman of the Board
Gerard H. Sweeney 46 Director
Steve G. Nusrallah 5 Director
Michael F. Elliott 4 Director

The current directors; Mssrs. Elliott, Mangano. McNamee, Nusrallah and Sweeney, will stand for re-election as directors at the 2003 Annual
Meeting, for a new term and until their successors are duly elected and qualified.

Charles B. McNamee has served as a director and as our chief executive officer since J uly 2002, and was our executive vice president from
April 2002 to July 2002. Mr. McNamee has served as chief executive officer of Cypress Communications since February 2002. Mr. McNamee
has been chief executive officer of Resurgence Communications, LLC since March 2001 Prior to that. he was vice president-network
operations for LGC Wireless from November 2000 to May 2001. He was president-tenant services tor U.S. RealTel, Inc. from June 1998 to
November 2000. Mr. McNamee served as a director and chief executive otficer of Tie Communications from December 1995 10 March 1998.

Gregory P, McGraw has served as our president, chief financial officer and chief operating officer since July 2002 and served as our
executive vice president Aprit 2002 to July 2002. Mr. McGraw has served as president and chiet operating officer of Cypress Commusications
since February 2002. Mr. McGraw has been president and chief operating officer of Resurgence Communications. LLC since J anuary 2001,
Prior to that, he was executive vice president and corporate development officer for Convergent Communications. Inc. from August 1998 to
January 2001. From July 1996 to August {998, Mr. McGraw was a regulatory consultant. vice president of marketing and served as interim

chief financial officer for Tie Communicarions, Inc.

76




BOWNE INTEGRATED TYPESETTING SYSTEM Siter (BOAT BOWNE OF ATLANTA © "™ " Phie: i 1004y 3 00 " Opetator BOAI0 AT T Datel 7APRII00T 17
Same: 35 REALTEL NG [E/O]  crc ap JB: G81578 PN: 070.00.00.00 SN: 0" " Fd#: 4
EDGAR2  (WGliamiient i

Tahle of Contents

Salvatore “Sam’™ W. Collura has served as our executive vice president since July and as executive vice president of {ield operation of
Cypress Communications since February 2002: Mr. Collura has more than 23 vears of sales and operations management experience in the
telecommunications industry, and was most recently the Executive Vice President of Convergent Communications’ Voice Division. During his
17 years at Tie Communications, Mr. Collura held various regional and national positions in sales and general management and consistentlyv
eamned top sales honors and awards. Prior to its acquisition by Convergent, Sam was a regional VP/GM for Tie Comumunications. He has 2 BS
in Business Administration from the University of Nebraska at Lincoln.

Edgarde Vargas has served as our senjor vice president and treasurer since February 2002 and our corporate controller since February
2001. He has also been the senior vice president and controller of Cypress Communications since February 2002. From April 2000 to January
2001, Mr. Vargas served as finance director and corporate controller for FirstMark Communications, Inc. From May 1997 to March 2000,
Mr. Vargas served as resource director and corporate controller for Panam Wireless, Inc. From February 1993 o April 1997, Mr. Vargas was
employed by PricewaterhouseCoopers, where at the time of his departure he was a manager.

Ross J. Mangano has served as a director since October 1998 and became chairman of the board. as well as a director of € ypress
Communications, in February 2002. Mr. Mangano has served as the chairman of the board of directors of Cerprobe. a public company, since
February 1992 and as a director of Cerprobe since February 1998. Mr. Mangano has served as the president of Oliver Estate, Inc., an
investment management company located in South Bend. Indiana, since [996. Prior to that time, Mr. Mangano served in various management
positions with Oliver Estate. Inc. since [971. Mr. Mangano also is an investment analyst for Oliver Estate, Inc. Mr. Mangano has served on the
board of directors of BioSante Pharmaceuticals. Inc. a public company located in Lincotnshire, [llinois, since J uly 1999 and Orchard Software
Company, a privately held company which develops software for the medicat indusury located in Carmel, Indiana, since August 1998,

Gerard H. Sweeney has served as a director since January 2000 and as a director of Cypress Communications since February 2002.
Mr. Sweeney also serves as president, chief executive officer and trustee of Brandywine Realty Trust. Mr. Sweeney has served as chief
executive officer of Brandywine since August 1994. as president since Novernber 1988 and as a trustee since February 1994. Brandywine
Realty Trust is a public real estate investment trust located in Newtown Square, Pennsylvania. Prior to August 1988, Mr. Sweeney served as
vice president of LCOR, Incorporated. a real estate development firm. Mr. Sweeney was employed by the Linpro Company (a predecessor of
LCOR) from 1983 to [994, during which time he served in several capacities, including financial vice president and general partner.

Steve G. Nussrallah has served as a director since July 2002 and as a director or Cypress Communications since July 2002. Mr. Nustallah
has been a general partner of Noro-Moseley Parmers. an Atlanta-based venture capital firm, since January 2001. He has also served as
chairman of the board of Concurrent Computer Corp., since Qctober 2000. Before becoming chairman, he served as president and chief
executive officer of Concurrent from fanuary 2000 to October 2000 and as president of its Xstreme division from January 1999 to December
1999. From March 1996 to March 1998. he served as president and chief operating officer of S yntellect Inc.

Michael F. Elliott has served as a director since July 2002 and as a director or C vpress Communications since July 2002. Mr. Elliott has
served as a managing director of Wakefield Group. a North Carolina-based venture capital firm since March 1997, He served as a managing
director of NationsBank Capital Investors from January 1994 through March 1997 and was a founding General Partner of NCNB Venture Co.,
LP. Prior to joining NationsBank. Mr. Elliott was a member of Emst & Young's Corporate Finance Group. Mr. Elliott serves as a director of
several of the Wakefield Groups portfolio companies.

There are no family relationships between any director, executive officer, or person nominated to become a director or execttive officer.
Compliance with Section 16(a) of the Securities Exchange Act of [934

Section [6(a) of the Securities Exchange Act of 1934 requires our directors and executive officers, and persens who own more than 10% of
our outstanding common stock, to file with the SEC initial reports of ownership

.
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and reports of changes in ownership of common stock. These persons are required by SEC regulation to furnish us with copies of all such
reports they file. )

To our knowledge, based solely on a review of the copies of filings furnished to us and/or written or oral représentations that no other

reports were required, we believe that all of our directors, executive officers and [0% stockholders complied during 2002 with the reporting
requirements of Section [6(a) of the Securities Exchange Act of 1934.

ITEM [0. EXECUTIVE COMPENSATION

Summary Compensation Table

The following table sets forth information concerning total compensation earned or paid to our Chief Executive Officer and our five mast
highly compensated executive officers who served in such capacities as of December 31. 2002, which includes two executive officers of our
wholly owned subsidiary. Cypress Communications, collectively referred to below as the “named executive officers,” for the fiscal years ended
December 31, 2000, 2001 and 2002:

Summary Compensation Table

Long Term
Campensation
Annuat Compensatioa Awards
Securities .
Other Annual Underlying
Name and Principal Position Year Salary Bonus Compensation Ouptions (#)
Charles B. McNamee 2002 $230,555.52 $ —_— $ — 1,100,000¢1)
Chief Execuiive Officer 2001 § — S — $ — —
2000 $ — $ - $ — —_—
Gregory P. McGraw (3) 2002 $230.555.52 $ — $ — 1,100,000¢1)
President, Chief Operating 2001 % — $ — $ — —
Officer and Chief Financial
Officer 2000 $ — 3 — $ — —
Salvatore W. Collura 2002 $160.243.04 $ i $ — 130,000(1)
Executive Vice President 2001 § — $ — § — —
: 2000 $ — —
Daniel Knafo 2002 $150,000.00 $12.300.00 $ — +40,000¢1)
Vice President of Cypress 2001 $150,000.00 $ — $ — 30.000(1)
Communications - 2000 $100.000.00 10,000¢ 1)
Peter R. Gould 2002 §127.777.67 $ — § — 65,000(1)
Senior Vice President of | 200t $ — $ — § — —
Cypress Communications 2000 § — ' —
Edgardo Vargas 2002 $122.889.99 $12.,500.00 $ — 65,000(1)
Senior Vice President & 2001 $104,720.00 S — $ — 20.000¢1)
Treasurer ) 2000 3 — $ — $ — —_

(1)  Stock opdons issued pursuant to 1999 Employee Equity Incentive Plan.
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Aggregated Option/SAR Exercises in Last Fiscal Year
and FY-End Option/SAR Values

() [t5)] ic) (dy (e}
" Number of Value of

Securities Unexercised

Undertying In-the-Money

Unexercised Options/SARs
Options/ at FY-End($ih

SARs
. at FY-Endi#
Shares
Acquired
on Yalue Exercisable/ lixercisable/
Name Exercise(#) Realized($) Unexercisable Unexercisable

Charles B. McNamee,

Chief Executive Officer 0 0 67,500/1,100,000 $0/$1,390,000
Gregory P. McGraw,

President and Chief Operating Officer 0 0 0/1,100,000 $0/$1,390,000
Salvatore W. Collura,

Executive Vice President 0 0 0/150,000 $0/$135,000
Edgardo Vargas,

Senior Vice President and Treasurer 0 0 6,667/78,333 $8.667/$75.833
Peter Gould

Sr. Vice President of Cypress

Communications 0 Q . 30,000/65,000 $0/$38,500

Daniel Knafo
Vice President of Cypress )
Communications 0 0 16.667/63,333 $13,000/%62,000

1) Based on the closing price of U.S. RealTel, Inc.’s common stock of $2.90 per share on December 31, 2002.
Stock Option Exercises and Values Jor Fiscal 2002

No stock options or stock appreciation rights were exercised by any of the named executive officers during the fiscal vear ended
December 31, 2002.

Compensation of Directars

All directors are reimbursed for travel eXpenses incurred in connection with attending hoard and commirtee meetings. Directors are not
entitled to additional fees for Serving on committees of the board. From time to time, we may also grant our non-employes directors’ options
after reviewing the level of compensation paid 10 non-employee directors 1o other companies similarly situated to us.

Emplovment and Termination A greements

Perry H, Ruda. Perry H. Ruda. our former chief executive officer and chairman, was previously employed under an employment agreement
providing for an annual salary of $200.000. The employment agreement had a scheduled ¢xpiration date of April |, 2002, and provided for a
cash severance payment to Mr. Ruda of $440.000 if we elected not to renew the agreement. In March 2002, we entered into a new employment
agreement with Mr. Ruda under which Mr. Ruda would have served a two-year term as our president and would receive an annual base salary
of $55.000. Concurrently with the new employment agreement, we entered into a sertlement agreement with Mr. Ruda under which, in lieu of
the $440,000 cash settlement payment required under his old employment
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agreement. we agreed to pay him $300.000 in cash and $140,000 in equal monthly installments aver a 24-month period. Mr. Ruda no longer
serves as an otficer or employee of the Company.

Mark J. Gran. Mark 1. Grant, our former president. was previously emploved under an employment agreement providing for an annual
salary of $175,000. Under his employment agreement, which we could terminate at will, we were obligated upon his termination to pay him in
lump sum the discounted present value of six months salary and an automobile allowance for the remainder of the contract term. [n March
2002, we entered into a severance agreement with Mr. Grant under which we agreed to pay him the sum of $1 | [,584. representing the
discounted present value of seven months salary, automobile atlowance and certain other henefits.

Charles B. McNamee. Charles B. McNamee, our chief executive officer and the chief executive officer of Cypress Communications, entered
into an employment agreement with Cypress Communications in February 2002, The agreement is for a term of one year and will continue
yearto year unless sooner terminated. Pursuant to the agreement, Mr. McNamee will serve as chief executive officer of Cypress
Communications and will receive an annualized salary of $300.000. in additon Lo options to purchase 1,100,000 shares of U.S. RealTel, Inc.
comimon stock.

Gregory P. McGraw. Gregory P. McGraw, our president, chiet executive officer and chief operating officer and the president and chief
operating officer of Cypress Communicartions, entered into an employment agreement with Cypress Communications in February 2002. The
agreement is for a term of one vear and will continue vear to vear unless sooner terminated. Pursuant to the agreement, Mr. McGraw will serve
as the president and chief operating officer of Cypress Communications and will receive an annualized salary of $300,000. in addition 1o
options to purchase 1,100,000 shares of U.S. ReaiTel, Inc. common stock.

ITEM } 1. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT

The table below sets forth information regarding the beneficial ownershi p of our common stock as of March 1, 2003, by the following
individuals or groups:

. each person or entity who is known by us to own beneficially more than 5% of our outstanding stock;
. each of our directors:
. cach of the executive officers named in the Summary Compensation Table below; and

. all directors and executive officers as a group.

Unless otherwise indicated. the address of each of the individuals listed in the table is ¢/o U.S. RealTel, Inc., Fifteen Pledmont Center,
Suite 100, Atlanta. Georgia 30305. Except as otherwise indicated, and subject to community property and receivership laws where applicable,
we believe the persons named in the table have sole voting and investment power with respect to all shares of commeon stock held by them.

r

Percentage ownership in the following table is based on 3.873,395 shares of common stock outstanding as of March 1, 2003, Beneficial
ownership is determined in accordance with the rules of the Securities and Exchange Commission and generally includes voting or investment
power with respect to securities. Accordingly, more than one person may be deemed to be a beneficial owner of the same securities. Shares of
our common stock subject to options or warrants that are presently exercisable or exercisable within 60 days of March [, 2003 are deemed 1o
be outstanding and beneficially owned by the person holding the options for the purpose of computing the percentage of ownership of that

person, but are not treated as outstanding for the purpose of computing the percentage of any other person.
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Number of Shares Percent of Shares

Nare of Beneficial Owner Beneficially Owned Qutstanding
Direcrors, Named Executive Mficer: sckholders
Ross J. Mangano. Chmn of the Board, Director (1 3,200,133 41.3%
Gerard H. Sweeney, Director (2) 177,692 17.7%
Brandywine Operating Partnership, L.P. (3) 1,132,692 17.1%
Steve G. Nussrallah, Director (4) 6,867,348 - 53.9%
Noro-Moseley V, LLP (5) 6,867,348 . 53.9%
Michael F. Elliott. Director (6) 1,573,642 21.0%
Waketield Group III. LLC (7) 1,573,642 21.0%
Dolphin Equity Partners (8) 969.718 14.2%
Jo & Co (9) 1,508,108 23.4%
Troon & Co. (10) 551.613 8.6%
Jordan E. Glazov, former Director (1 Iy 765,358 12.8%
Perry H. Ruda, former President. former Director ([2) 718.893 12.0%
Charles B. McNamee, Chief Executive Officer (13) 617,500 9.5%
Gregory P. McGraw, President, €00, CFO & Secretary (14) 556,000 8.6%
Peter R. Gould, Sr. Vice President of Cypress Communications (15) 30,000 0.5%
Danie{ Knafo, Vice President of Cypress Communications {16) 16,666 0.2%
Edgardo Vargas, Sr. V. P. & Corporate Controller (17) 6,666 0.1%
Salvatore C. Collura, Exec. V.P. Field Operations — 0.0%
All Directors and Executive Officers as a Group (10 persons) (18) 13,906,481 150.8%

(2)

Includes [38.621 shares of our common stock subject to warrants exercisable within 60 days of March |, 2003. Includes 250.000 shares
held By trusts of which Mr. Mangano serves as trustee, 2s follows: Joseph D. Oliver Trust—GO Cunningham Fund (62.500), Joseph D.
Oliver Trust—James Oliver I Fund ( 62.300), Joseph D. Oliver Trust—Joseph D. Oliver. Jr. Fund {62.500), Joseph D. Oliver Trust—
Susan C. Oliver Fund (62,500). Also includes the following: warrants to purchase 259,816 shares held by such trusts; warrants to
purchase 103.500 shares held by the J. Oliver Cunningham Trust; warrants to purchase 103,500 shares held by the Aune C. McClure
Trust: warrants to purchase 103,500 shares held by the Jane C. Warriner Trust: 949 401 shares and warrants to purchase 538.707 shares
held by Jo & Co., a corporation for which Mr. Mangano serves as President: +7.500 shares and warrans to purchase 38,973 shares heid
by James Hart over which Mr. Mangano has voting and/or dispositive control. Also includes warrants to purchase 551,615 shares held
by Troon & Co. :

Includes 25,000 shares subject to warrants exercisable within 60 days of March |, 2003. Includes 384.615 shares held by Brandywine
Operating Partnership, L.P. and 748,077 shares subject to warrants exercisable within 60 days of March 1, 2003 held by Brandywine
Operating Partnership, L.P., of which Mr. Sweeney disclaims any beneficial ownership. Mr. Sweeney is the President and Chief
Executive Officer of Brandywine Realty Trust, the general partner of Brandywine Operating Partnership, L.P.

The address of Brandywine Operating Partnership, L.P. is 14 Campus Blvd., Newton Square, Pennsylvania 19073, Includes 748,077
shares subject to warrants exercisable within 60 days of March [, 2003.

Includes 6,367,348 shares subject to warrants exercisable within 60 days of March [, 2003.

The address of Noro-Moseley V, LLP is 9 North Parkway Square. 4200 Northside Parkway, Atlanta, Georgia 30327. Includes 6.867.,348
shares subject to warrants exercisable within 60 days of March 1, 2003,
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(6) * Includes 1,573,642 shares subject to warrants exercisabie within 60 days of March 1, 2003.

(7) The address of Wakelieid Group 1L LLC is } 110 East Morehead Street, Charlotte, North Carolina 28204 Includes 1,573,642 shares
subject to warrants exercisable within 60 days of March [, 2003.

(8)  The address of Dolphin Equity partrers is 750 Lexington Avenue, New York, New ¥, ork 10022. Includes 969,78 shares subject to
warrants exercisable within 60 days of March 1, 2003

(9) The address of Jo & Ca. is | 12 W. Jefferson Blvd., Suite 613, South Bend, Indiana 46601. Includes 358,707 shares subject to warrants
exercisable within 60 days of March 1, 2003,

(10} The address of Troon & Co. is 112 W. Jetferson Blvd., Suite 613, South Bend, Indiana 46601. Includes 331,615 shares subject to
warrants exercisable within 60 days of March 1, 2003.

(11)  Includes 113,938 shares subject to options or warranis exercisable within 60 days of March 1, 2003. The remaining 651,960 shares are
held in joint tenancy with Mr. Glazov’s wife. Does not include 3.568 shares held by one of Mr. Glazov's sons. 3,368 shares held by
another‘of Mr. Glazov's sons and 2,318 shares heid by Mr. Glazov's daughte;.

(12)  Includes |13,938 shares subject to options and warrants exercisable within 60 days of March 1, 2003.

(13)  Includes 617,500 shares subject to (;ptions exercisable within 60 days of March 1, 2003.

(14)  Includes 530,000 shares subject to options exercisable within 60 days of March {, 2003.

(15)  Includes 30,000 shares subject to options exercisable within 60 days of March I, 2003.

(16) Includes 16,666 shares sub ject to options exercisable within 60 days of March I, 2003.

(17)  Includes 6,666 shares subject to options exercisable within 60 days of March 1, 2003,

(18)  See footnotes (1) through (17) above,
ITEM 12. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS

We paid Access Financial Group, Inc. $1,979 and 2.896 for services rendered durin g 2001 and 2002, respectively. Mark J. Grant. our
former President and one of our former directors, is a director and president-capital markets of Access Financial Group, Inc. From J anuary
2001 to May 2002, we subleased our principal executive offices in Fort Lauderdale, Florida from Access Financial Group for approximately
$66,000 per vear.

Qn September 24, 1999, we executed 4 $1,500,000 convertible promissory note with a partnership and certain trusts of which Ross J.
Mangano, one of our directors, is a partner or trustee. The note bore interest at a rate of 7% annually. The principal amount of the note was due
and payable on January 2. 2001 unless the holder elected to exercise the right to convert the conventible note into our common stock at $6.50
per share or into stock of our Argentinean subsidiary. On January 2, 2001, the holder converted the note into stock of our Argentinean
subsidiary.

In June 2000, a $35,000 non-interest bearing short-term advance was made by a stockholder to the Company, such amount was repaid in
May 2001.

On January 2002, we received a tinancing commitment for up to $17.5 million from certain trusts of which Ross J. Mangane. one of our
directors. is a partner or trustee. for the acquisition of Cypress Communications. Upon the completion of the purchase, the Company issued a
promissory note in the aggregate principal amount of

[3
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approximately $16.4 million and warrants 10 purchase up to 850.000 shares of our common stock at an exercise price of §] per share. The
promissory note had a closing fee of $875.000 and carried interest at 76 per annum. The warrants are exercisable through February 2007. We
repaid this proinissory note, including interest and closing fee, in February 2002.

In July 2002, the Company, through its wholly owned subsidiary, Cvpress C ommunications, completed the purchase of certain assets of
Intermedia Advanced Building Networks. the shared tenant telecommunications services business of WorldCom, Tne ¢ ABN/STS). In
connection with such acquisition, the Company and Cypress Communications raised 528 million to finance the acquisition. The $28 million
financing included: :

(i) a $10 million senior secured revolving credit facility from Silicon Valley Bank (the “Senjor Credit Facility™);

(i) an 38 million bridge loan (the “Bridge Loan™) from the . Oliver Cunningham Trust (the *JOC Trust”). the Anne C. McClure
Trust (the “ACM Trust™, the Jane C. Warriner Trust (the “JCW Trust™), Noro-Moseley Partners V, L.P.¢ "Noro-Mosley“), and
the Wakefield Group [T, LLC (“Waketield™); and

(iif)  the sale of $10 million ot Fixed Rate Convertible Notes due July 1, 2009 (the “Convertible Notes™) to the JOC Trust, the ACM
Trust, the JCW Trust, Noro-Moseley and Wakefield.

The JOC Trust, the ACM Trust and the JCW Trust are affiliates of certain stockholders of the Company and of Ross J. Mangano. a director
and Chairman of the Board of the Company and of Cypress Communications.

The Bridge Loan was obtained by the Company and Cypress Communications pbursuant to a Loan Agreement dated July 16, 2002 among
the Company, C ypress Communications, the JOC Trust, the ACM Trust, the JCW Trust. Noro-Moseley and Wakefield (each, acting in such
capacity, a “Bridge Lender™ and collectively, the “Bridge Lenders™). The Bridge Loan accrues interest at 14% per annum, and matures on the
earlier to oceur of (i) one business day following the inaturity of the Senior Credit Facility and (ii) July 16, 2003. Each Bridge Lender was
entitled to receive an initial loan fee equal to 2.5% of that portion of the Bridge Loan that was funded by such Bridge Lender. Because the
Bridge Loan was outstanding 60 days after the closing, the Company and Cypress Communications became obligated to pay each Bridge
Lender an additional loan fee equal to 1.25% of the then outstanding principal balance of such Bridge Lender’s share of the Bridge Loan.
Because the Bridge Loan has been outstanding 90 days after the closing, the Company and Cypress Communications became obligated
subsequent o the end of the quarterly period ended September 38, 2002 to pay each Bridge Lender an additiona] loan fee equal to 1.25% of the
then outstanding principal balance of such Bridge Lender's share of the Bridge Loan. If the Bridge Loan is outstanding 120 days after the
closing, the Company and Cypress Communications would become obligated to pay to each Bridge Lender an additional loan fee equal to
1.00% of the then outstanding principal baiance of such Bridge Lender's share of the Bridge Loan. The loan fees described above are
cumulative and are payable on the earlier to occur of the maturity date of the Bridge Loans or the date on which the Bridge Loans are paid in
full. At the closing of the Bridge Loan, the Company issued the Bridge Lenders warrants to purchase an aggregate of 400,000 shares of the
Company’s common stock at an exercise price of $1.13 per share. These warrants are exercisable for a rerm of 10 years,

The Convertible Notes were issued by the Company and Cypress Communications pursuant to a Purchase Agresment dated July 16, 2002
among the Company, Cypress Communications. the JOC Trust, the ACM Trust, the JCW Trust, Noro-Moseley and Wakefiald {each, acting in
such capacity. a *Purchaser” and collectively, the ‘Purchasers™). The Convertible Notes accrue interest at the rate of 7.5% per annum.
compounded quarterty, and payable at maturity of the notes, whether upon their stated maturity of July 1, 2009, or earfier as aresult of
acceleration in the event of a default Or upon redemption of the Convertible Notes. The principal of and accrued interest on the Convertible
Notes is convertible into the Company’s common stock at $1.13 per share. The Convertible Notes are redeemable by the Company or Cypress
Communications at any time by payment of the outstanding principal balance and accrued interest. In the event that the Convertible Notes are
redeemed, the Purchasers have been issued warrants which wiil then be eligible for exercise o purchase the number of shares of common stock
of the Issuer that the Convertible Notes were convertible inio on the redemption date ag g conversion price of $1.13 per share. In connection
with the issuance of the Convertible Notes, the Company, the Purchasers and
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the Bridge Lenders entered into 2 registration rights agreement, which provides for the registration of the common stock issuable upon (i) the

conversion of the Convertible Notes: (i1} the exercise of the Warrants issued in connection with the Bridge Loan: and (iii) the exercise of the
Warrants exercisable upon the redemption of the Convertible Notes.

In connection with the issuance of the Convertible Notes. the Purchasers were issued a total of 100 shares of the Company’s Series A
Preferred Stock (the “Series A Preferred™) without additional consideration. The rights of the Series A Prefarred are set forth in a Certificate of
Designations adopted by the Company s board of directors. The holders of a majority of the Series A Preferred are entitled (o elect two
members of the Company’s board of directors and the holders of the Series A Preferred are entitled to recejve dividends and distributions equal
to those payable to the holders of an equivalent number of shares of the Company s common stock. In addition, the Company may not, without
the prior written consent of holders of a majority of the Series A Preterred. (i) increase or decrease (other than by redemption or conversion)
the authorized number of shares of Series A Preferred: (ii) cancel or modify the voting rights of the holders of Series A Preferred: cancel or
modilfy the rights of the holders of Series A Preferred: or (iii) amend, waive, alter, modify or repeal any provision of the Certificate of
Incorporation or Bylaws of the Corporation. if such amendment, alternation. modification or repeal would adversely affect the Series A
Preferred. including the issuance of preferred stock with voting rights senior to or pari passu with the Series A Preferred. The Series A
Preferred is redeemable by the Company in the event that:

(@) atleast 75% of the principal amount of the Convertible Notes is converted into shares of common stock of the Company:
by at least 75% of the principal amount of the Convertible Notes is redeemed:

¢} the Company has submitted an application in good faith to apply for listing on AMEX, NASDAQ or another national exchange
to register its securities on such exchange, the average daily trading price per share of the common stock as reparted in such
application is at least $4.00 per share, and the Company subsequently receives a commen from such exchange that its
application for listing will not be aceepted so long as the Series A Preferred remains outstanding with the voting rights described
herein: or

(d)  the outstanding principal and interest on the Convertible Notes are paid in full on the maturity date of the Convertible Notes,
The redemption price for the Series A Preferred is $0.001 per share.

The Bridge Lenders and the Purchasers entered into an Intercreditor (Subordination). Agreement, which, among other things, provides thar
under certain [imited circumstances. all amounts payable by the Company and Cypress Communications under the Bridge Loan and the
Convertible Notes wiil be payable, pro rata among the Bridge Lenders and the Purchasers, on a pari passu basis. To induce the JOC Trust, the
ACM Trust and the JCW Trust to enter into the Intercreditor tSubordination) Agreement. the Company and Cypress Communications entered
into a Letter Agreement. Pursuant to the Letter Agreement. the Company and Cypress Communications agreed to pay the Bridge Lenders and
the Purchasers, in proportion to the amounts lent by them under the Bridge Loan. a fee of $1.000.000 (the “Risk Allocation Fee™. The Risk
Allocation Fee was to be paid by the Company to the Bridge Lenders and the Purchasers upon the earlier to oceur of the achievement of certain
carnings milestones set forth in the Letter Agreement or June 30, 2003, The Company elected to pay the Risk Allocation Fee early, on
December 31. 2002. In consideration for the early payment from the Company, the Bridge Lenders and the Purchasers agreed to except
$915,000 instead of the $1,000.000 originaily due,

We believe that all transactions between us and the refated parties are on terms no less favorabie ta us than those terms we could have
obtained from unatfiliated third parties.
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ITEM 13. EXHIBIT LIST AND REPORTS ON FORM 8-K

(a) Exhibits

EXHIBITS DESCRIPTION

21 o Form of Certificate of Merger (2.1)(1) i

22 Plan and Agreement of Merger (2.2)(1)

23 Agreement and Plan of Merger, dated Januarv 10. 2002 by and among Cypress Communications, Inc.. U.S. RealTel, Inc.
and Cypress Merger Sub, Inc. (the “Merger Agreement™) (incorporated by reference to Exhibit dfi) of the Company's
Schedule TO filed on January 22, 2002)

231 Amendment No. [ to the Merger Agreement, dated January 17, 2002 lincorporated by reference to Exhibit d(ii) of the
Company Schedule TO filed on January 22, 2002)

3.1 Certificate of Incorporation (3.] X1

32 Bylaws (3.2)(1)

ENY Form of Common Stock Certificate (4.1)(1)

4.2 Registration Rights Agreement dated October 2, 1998 (4.3) 1)

4.3 Amendment dated September 24, 1999 1o Registration Rights Agreement dated October 2, 1998 (4.6)(1)

10.1 Er)nploymem Agreement dated as of February 21, 2002 between Cypress Communications, Inc. and Charles B. McNamee
(3

10.2 I_Z-31;1ploymcnt Agreement dated as of February 21, 2002 between Cypress Communications, Inc. and Gregory P, McGraw
(3)

10.3 Employment Agreement dated as of March 20, 2002 between the Company and Perry H. Ruda(3)

10.4 1999 Employee Equity Incentive Plan (10.6)(1)

10.4.1 First Amendment to the Company's 1999 Employee Equity Incentive Plan (4)

[0.4.2 Second Amendment to the Company’s 1999 Employee Equity Incentive Plan

10.5 Alr)nendment to the Employment Agreement dated as of April 20, 1999 between the Company and Jordan E. Glazov (10.5)
(1

10.6 Exclusive Telecommunications Strategic Cooperation Agreement dated February 18, 2000 ¢ 107X

10.7 Asset Purchase Agreement dated as of October 18, 2000 between the Company and Apex Site Management, Inc. 2)

10.8 Stock Purchase Agreement dated July 26, 2001 between the Company and Craig M. Siegler.(5)

211 List of the Company’s Subsidiaries

99.1 Certificate of Charles B. McNamee. Chief Executive Officer pursuant to 18 U.S.C. Section 1330, as adopred pursuant to
Section 906 of the Sarbanes-Oxley Act of 2002,

99.2 Cenificate of Gregory P. McGraw, President. Chief Financial Officer and Chief Operating Officer pursuant to 18 U.S.C..

Section 1330, as adopted pursuant Section 906 of the Sarbanes-Oxley Act of 2002,

1) Incorpordted by reference to the exhibit shown in the parentheses as tiled with the Company's Registration Statement on Form 10-SB 1
(Registration No. 000-30401).

(2} Incorporated by reference to the Company’s Definitive Information Statement on Schedule [4C filed November 7. 2000.
3} Incorporated by reference ro the Company's Form [0-KSB filed April 16. 2002,
(4} Incorporated by reference 1o the Company s Definitive Information Statement on Schedule [4C filed May 21, 2002.
15} Incorporated by reference to the Company’s Form 10-QSB filed in November 14, 2001,
ib) Reports on Form 3-K:

Two reports on Form 8- wvere filed during the quarter for shich this teport is filed.
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ITEM 14. CONTROLS AND PROCEDURES

(2} Evaluation of disclosure controls and procedures — Our Chief Executive Officer and our Chief Financial Officer. after evaluating the
effectiveness of the Company’s “disclosure controls and procedures” (as defined in the Securities Exchange Act of 1934 Rules 13a-14c) and
15-d~14(c) as of a date (the “Evaluation Date™ within 90 days before the filing date of this annual report, have concluded that as of the
Evaluation Date, our disclosure controls and procedures were adequate and designed to ensure that material information relating to us and our

consolidated subsidiaries would be made to them by others within those entities,

tb) Changes in internal controls — There were no significant changes in our internal controls or to our knowledge, in other factors that could
signiticanty affect our disclosure controls and procedures subsequent to the Evaluation Date,

SIGNATURES

In accordance with Section 13 or [5(d) of the Exchange Act of 1934, the Company caused this report to be signed on its behalf by the
undersigned. thereunto duly autherized, on March 31,2003,

U.S. REALTEL, INC.

Darted: April 3. 2003 By: /s/ Charles B. McNamee

Charles B. McNamee
Chiet Executive Qfficer

Dated: April 3. 2003 By: /s! Gregory P. McGraw

Gregory P. McGraw
President, Chief Financial Officer and
Chief Operating Officer
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POWER OF ATTORNEY

Each person whose signature appears below on this Annual Report on Form 10-KSB hereby constitutes and appoints Charles B. McNames
and Gregory P. McGraw, and each of them, his true and lawtul attorney-in-fact, acting alone, with full powers of substitution and
resubstitution, for him and in his name, place and stead. in any and all capacities (unt] revoked in writing), 1o sign any or all amendments to
this Annual Report on Form 10-KSB of U.5. ReaiTel. Tnc.. and to file the same, with exhibits thereto, and other documents to be filed in
connection therewith, with the Securities and Exchange Commissien, hereby ratifying and confirming all that said artorney-in-fact or his
substitute, acting alone, may lawtully do or cause to be done by virtue hereof.

Pursuant to the requirements of the Securiges Exchange Act of 1934, this report has been signed by the following persons in the capacities
and on the dates indicated.

SIGNATURE TITLE DATE

fs/ Charles B. McNamee Chief Executive Officer and Director (Principal Executive April 3. 2003
- - Officer)
Charles B. McNamee

Is/ Gregory P. McGraw President, Chief Financial Officer and Chief Operaiing Officer April 3, 2003

Gregory P. McGraw

/s/ Steve G. Nussmallah Director April 3, 2003

Steve G. Nussrallah

/s/ Michael F. Elliott Director April 3, 2003

Michae! F. Elfiott

/s/ Ross I. Mangano Director April 3, 2003
(Non-Executive Chairman)

Ross J. Mangano

/s/ Gerard Sweeney Director April 3, 2003

Gerard Sweeney
CERTIFICATIONS

I, Charles B. McNamee, certify that:

I Thave reviewed this annual report on Form I‘O-KSB of U.S. RveulTeL Ine. (the “Registrant™): v

2. Basedon my knowledge, this annua| r
fecessary to make the statements made. in light of the circumstances under which such statements were made, not misleading with respect to
the period covered by this annual report. ’

3. Based on my knowledge, the financial statements. and other financial information included in this annual report, fairly present in af
material respects the financial condition, results of operations and cash flows of the Regiswant as of, and for, the periods presented in this
annual report. ‘

4. The Registrant’s other certifying otficers and I are responsible for establishing and maintaining disclosure controls and procedures (as
defined in Exchange Act Rules [3a-14 und 15d-14) for the Registrant and we have:

4) designed such disclosure controls and procedures to ensure that material information relating to the Registrant. including its consolidated
subsidiaries. is made known to us by others within those entities, particularly during the period in which this annual report is being prepared:
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b) evaluated the effectiveness of the Registrant’s disclosure controls and procedures as of a date within 90 days prior to the filin g date of this
annual report (the “Evaluation Date™; and

<) presented in this annual report our conclusions about the effectiveness of the disclosure controls and procedures based on our evaluation as
of the Evaluation Date;

5. The Registrant’s other certifying officers and [ have disclosed, based on our most recent evaluation, to the Registrant’s auditors and the
audit commitiee of Registrant’s board of directors (or persons performing the equivajent function): :

a) all significant deficiencies in the design or operation of internal controls which could adversel vy affect the Registrant’s ability to record,
process, summarize and report financial data and have identified for the Registrant’s auditors any material weaknesses in internal controls; and

b} any fraud. whether or not material, that involves management or other emplovees who have a significant rofe in the Registrant’s internal
controls: and

6. The Registrant’s other certitying officers and I have indicated in this annual report whether or not there were significant changes in
internal controls or in other factors that could significantly affect internal controls subsequent to the date of our most recent evaluation,

including any corrective actions with regard to significant deficiencies and material weaknesses.

Date: March 31, 2003

/s/ Charles B. McNamee

Charles B. McNamee
Chief Executive Officer
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CERTIFICATIONS

L Gregory P. McGraw. certify that

L. Thave reviewed this anqual reporton Form 10-KSB of U.S. RealTel, Inc. (the “Registrant™);

2. Based on my knowledge. this annual report does not contain any untrue statement of 4 material fact or omit to state a material fact

flecessary to make the satements made, in light of the circumstances under which such statements were made, not misleading with respect to
the period covered by this annual report.

3. Based onmy knowledge, the financial statements. and other tinancial information included in this quarterly report, fairly present in all

material respects the financial condition, results of operations and cash flows of the Registrant as of, and for, the periods presented in this
annual report.

4. The Registrant’s other certifying officers and I are responsible for establishing and kkr‘naincainin g disclosure controls and procedures (as
defined in Exchange Act Rules 13a- I4 and [5d-14) for the Registrant and we have:

a) designed such disclosure controls and procedures to ensure that material information relating to the Registrant, including its consolidated
subsidiaries, is made known to us by others within those entities. particularly during the period in which this annual report is being prepared:

b) evaluated the effectiveness of the Registrant’s disclosure controls and procedures as of a date within 90 days prier to the filing date of this
annual report (the “Evaluation Date™); and

¢ presented in this annual report our conclusions about the efféctiveness of the disclosure controls and procedures based on our evaluation as
of the Evaluation Date;

5. The Registrant's other certitying officers and I have disclosed, based on our most recent evaluation, to the Registrant's auditors and the
audit commirtee of Registrant’s board of directors {or persons performing the equivalent function):

a) all significant deficiencies in the design or operation of internal controls which could adversely affect the Registrant’s ability to record.
process, summarize and report financial data and have identified for the Registrant’s auditors any material weaknesses in internal conwols: and

b) any fraud, whether or not material. that invajves management or other employees who have a significant role in the Registrant’s internal
controls; and

6. The Registrant’s other certifying officers and I have indicated in this anpual report whether or not there were si gnificant changes in
(=1 B = p = =

internal controls or in other tactors that could significantly arfect internal controls subsequent to the date of Our most recent evaluation,
including any corrective actions with regard to significant deficiencies and material weaknesses.

Date: April 3, 2003

/s/ Gregory P. McGraw

Gregory P. McGraw
President, Chief Financial Officer and Chief Operating Officer
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SECOND AMENDMENT
TO TERE
U.S. REALTEL, INC.

1999 EMPLOYEE EQUITY INCENTIVE PLAN

U.S. RealTel, Inc. (the "Company") hereby promulgates the following
Second Amendment to the U.3. RealTel, Inc. 1999 Emplovee Equity Incentive Plan
as previcusly adepted by the Company on April 20, 1999 ang amended by a First
Amendment thereto adopted by the Board of Directors on March 20, 2002 and
approved by ths Company’s stockholders on June 26, 2002 (the “Plan") .

Effective as of August 6, 2002, the Plan shall be amended as follows:

(1) Section 3(a) shall be amended by substituting the number
4,200,000 for rhe number 2,200,000 in sach placa saig number
appears in Section 3(a), in order thar Section 3(a) of the
Plan provide as follows.

{a) 4,200,000 shares of Stock ars hereby made available
and are reserved For delivery on account of the
exercise of Awards {including stock appreciation
‘rights) and payment of benefits in Connection with
Awards under the Plan. Stock appreciation rights may
be granted under the Plan with respect to 4,200,000
shares of Stock. Performancs Unics may be granted

available for the grant of Bonus Sharss and
Restricted Stock under the Plan. Unless an increase
is approved by vote of the stockholders of the
Company or an increase results from che operation on
Section 3(c), no more than 3,200,000 shares shall be
available for the grant of "incentive stock options, "
as defined in Section 5(c). Shares issued upon the
exercise of Awards may be treasury shares or newlv
issued shares, as may be determined from time to time
by the Board or the Committeae.

(2) A Section 3(¢) shall be added to the Plan asg follows:

(c) The oumber of sharas of Stock available and reserved
for delivery on account of the exercise of Awards and
pavment of benefits in connection with Awards, as
Specifiad in Section 3(a) (including with raspect to
stock appreciation
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rights, Performance Units, Bonus Shares and
Restricted Stock) shall automacically be increased on
the firsc dayv of each calendar year, commencing on
January 1, 2003, to that number of shares equal to
(1) thirty percent (30%) of the Dilured Sharss
Outstanding ag of the particular January lst less
(11) the number of shares specified in Section 3
provided thar such annual automatic increases sha
2ot cumulatively axcead (2) in the case of shares
reserved for issuance of Awards other than incentive
Stock options, 800,000 sharss of Stock and (B) in the
case of shares reserved for issuance of Awards of
incentive stock options, 1,800,000, so that in either

case the maximum number of shares of Stock which may
become availabla and reserved for delivery on account
of the aexercise of Awards and payment of benefits in
connection with Awards shall be £,000,000. ror
burposes of this Secrion 3{c), "piluted Shares
Outstanding" shall mean, as of any January lst, the
sum of (i) the number of outstanding shares of common
stock of the Company on such date, (ii) the number of
shares of common stock issuable on such date assuming
the conversion of all outstanding preferrad stock and
converctible debt securities of the Company, (iii) the
exercise of zll outstanding stock purchase warrants
and (iv) the additional aumber of dilutive common

Section 6(a) (iv) shall be amended by substituting the number
1,500,000 for the number 1,000,000 in order that Section
6(a) (iv) of the Plan provide as follows:

(iv) No Grantee may receive, upon the exercise of
options or incentive stock options, the lapse of restrictions
on Restricted Stock, the pavment of performance unics in
stock, or the grant of a stock bonus, or any combination
therecf, an aggregate number of shares of Stock under the Plan
that exceeds 1,500,000 shares over the life of the Plan. In
any twelve month period, no Grantee may reczive stock
appreciation rights relating to more than 100,000 shares of
Stock, or performance units relating to more than 100,000
sharas of Stock under the Plan. If & previocusly grantad
ovtion, incentiva stock option, stock appreciation right, or
performance unit is canceled or repriced, the canceled or
repriced optien, incentive stock option, stock appreciation
right or performance unic, as the case may be, shall continue
to be counted against the maximum number of shares, stock
appreciation rights
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Or performancsa i
Grantes over the

IN WITNESS WHEREOF, the
executad on its behalf by the und
authorized by its Roard of Directors, as of the

ATTEST:

/s/Gragoxry P. McGraw

~~~~~~~

</TEXT>
</DOCUMENT>
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CRC: 34359

Company has cau
arsigned office

U.s.

By :
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nits thac may be delivered to any
life of the Plan.

Sed this instrument to be i
r of the Company, as duly /
Sth dav of August, 2002.

REALTEL, INC.

/s/Charles B. McNames
Charles B. McNamee
Chief Executive Officer
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CERTIFICATION PURSUANT TO
13 U.5.C. SECTION 1350
AS ADOPTED PURSUANT TO
SECTION 206 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Annual Report of U.S. ReaiTel, Inc. (the
“Company“) on Form 10-KSB for the vear ending December 31, 2002, as filed with
the United 3tates Securities and Exchange Commission on the date hereof (the
"Repert"), I, Charles B. McMamee, Chief Executive Officer of the Company,
certifyv, pursuant te 18 U.S.C. 1350, as adopted pursuant to Section 906 of the
Sarbanes-0Oxley Act of 2002, that:

(1) The Report fully complies with the requirements of Section
13(a) or 15(d) of the Securities Exchange Act of 1934, as amended; and

(2) The information'containgd in the Report fairly presents, in
all material respects, the financial conditien and rasults of operations of the
Company .

Bv: /s/ Charles B. McNames

Charles B. McName=
Chief Executive Officer

April 3, 2003

</TEXT>
</DOCUMENT>
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Exhibit $9.2

CERTIFICATICON PURSUANT TO
18 U.8.C. SECTION 1350
AS ADOPTED PURSUANT TO
SECTION 206 CF THE SARBANES-CXLEY ACT OF 2002

In connection with the Annual Repor:t of U.S. RealTel, Inc. (the
"Company*) cn Form 10-KSB for the vear ending December 21, 2002, as filed with
the Unitad Statss Securities and Exchange Commission on che datae hersof (the
"Report"), I, Gragory P. McGraw, Prssident, Chief Financial Officer and Chief
Operating Officer of the Company, certifv, pursuant to 18 U.S.C. 135G, as
adopted pursuant to Saction 206 of the Sarbanes-Oxley Act of 2002, thact:

(1) The Report fully complies with the requirements of Section
13{a) or 13(d) of the Securities Exchange Act of 1834, as amended; and

(2) The information contained in the Repor: fairly presents, in
all matesrial respects, the financial condicion and results of operations of the
Company .

[v9)

/s/ Gregory P. McGraw

Gregory P. McGraw

Prasident, Chief Financial Officer and
Chief Operating Officer

April 3, 2003
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